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Contemporary International Business (IB) research is confronted with an imbalance – or 
disequilibrium. At its birth, IB research was vibrant, pioneering, and creative. Present-day IB 
research becomes increasingly complex and blurred, if not ambiguous to some extent (Buckley 
& Casson, 2019; Buckley, 2004). Today’s IB practice presents rapid and far-reaching 
technological, environmental, or economic changes, offering opportunity for contextual 
knowledge generation and theory-driven learning. Current IB research, however, often seems 
stuck on sharpening its attention to mere quantification, missing the opportunity to explore non-
quantifiable phenomena (Delios, 2017a; Buckley & Casson, 2009; Buckley et al., 2007). 
Present-day IB phenomena are rich and morph quickly, with foreign direct investment (FDI) 
into emerging countries currently capturing the center stage. Yet, the literature is characterized 
by a dominant focus on China as home or host market for FDI, outpacing studies on other major 
emerging markets (Buckley, 2016; Zhou, Delios & Yang, 2002). Literature on India, for 
instance, as the second giant amongst the emerging markets, is comparatively scarce (Kirca, 
Fernandez & Kundu, 2016; Zheng, 2013; Bhaumik, Driffield & Pal, 2010). And while a 
considerable body of empirical research is devoted to the macroeconomic determinants of FDI 
patterns, cultural or social indicators frequently seem to sink into obscurity (Cleeve, Debrah & 
Yihevis, 2015). The list goes on. 
Call it what you will – e.g., an imbalance, a rut, or even potential research gaps – but 
the current state of IB phenomena offers great opportunity to report on context, to explore host 
country idiosyncrasies that help refine theory, and eventually to learn about “globalization and 
its influences on people, organizations and societies” (Delios, 2017a, p.397). Delios (2017b, 
p.4) recently argued that “developing a rich contextual knowledge of the phenomena we study 
and of the locations where we situate our research becomes our differentiation”. My motivation 
for – and hopefully initial point of differentiation of – this PhD research extends from a few 
questions that emerged from the above imbalances. I want to better understand and find distinct 
answers to the questions that connect to the sensitivity of foreign investment decisions to certain 
IB phenomena. Here, modern India provides an interesting context in which to approach those 
questions. Despite India’s post-millennial great leap forward in FDI inflows and its 
development into one of the favored FDI destinations amongst the emerging markets, the 
literature on Indian inward FDI remains at a nascent stage (Chakraborty, 2018; UNCTAD, 





Recent studies have provided valuable insights on the impact of economic development as well 
as geographic location on Indian inward FDI patterns (Chakraborty, 2018; Tripathi, Seth & 
Bhandari, 2015; Zheng, 2013). Although prompting the question whether certain host country 
idiosyncrasies exert distinct effects on inward FDI, the studies have a strong orientation towards 
macroeconomic determinants and empiricism. We find a general consensus that the size and 
potential of India’s domestic market, the trade openness, or its low-cost labor force are amongst 
the driving forces that attract FDI (Dua & Garg, 2015; Tripathi et al., 2015; Zheng, 2013). But 
the drivers of India’s current momentum in FDI inflows are not necessarily nested exclusively 
in a set of standard macroeconomic variables. Empirical evidence is but one side of the medal; 
it needs to be balanced with contextualized discussion in order to reveal true relationships. It is 
next to impossible to explain certain FDI phenomena by simply putting hard numbers on them. 
For example, diverting investments from India to so-called offshore financial centers and tax 
havens in order to avail tax benefits (also called round-tripping activities) requires a 
contextualized discussion (Rao & Dhar, 2018).  
More so, India’s continuous transition towards a knowledge-economy in recent years 
has created new opportunities for foreign investors that go beyond cheap labor or the 
undercutting of social thresholds (Wiedmann & Lenzen, 2018). Innovative and technological 
capabilities along with a well-educated labor market, improved health infrastructures or societal 
progress all may provide novel incentives for foreign investors that are linked to India’s 
proprietary upstream and downstream capabilities (Meyer, 2015; Anand & Delios, 2002). 
Through the tendency towards neoclassical economic theory in contemporary IB, studies have 
missed the opportunity to connect macroeconomic fundamentals with social determinants, 
which often go hand-in-hand (Stewart, 2019). Despite the shift in the global economy towards 
more knowledge-intensive industries, recent empirical literature is divided by disagreement on 
the link between social indicators and FDI (ADB, 2105; Cleeve et al., 2015; Dunning, 1988). 
However, to capture this nexus properly, we need to engage in areas beyond mere 
macroeconomics and provide contextualized discussion on India’s social structure and 
development.  
Deeper contextualized understanding of these mechanisms will require tight reporting 
of theory. Or simply, contextualization should be guided by received theory. Again, we want 
to learn about the main determinants of FDI. But, even more, we want to understand how those 
determinants connect to the reasons for MNEs to engage in FDI. The mechanisms that lead 
MNEs to internalize the Indian market through FDI are deeply embedded in their strategic 




recognizes that “the focus of extant studies is on “how” and “what” companies internationalize 
rather than on “why” they internationalize”. Investment motive theory, which was introduced 
as an appendage to Dunning’s Eclectic Paradigm, helps us understand not only patterns in FDI 
that are connected to host country idiosyncrasies but also the motives of MNEs to engage in 
FDI (Meyer, 2015; Dunning and Lundan, 2008). Yet, when examining the studies on Indian 
inward FDI, and on FDI in general, we find no coherent theoretical framework. For instance, 
while the theoretical argument of Zheng (2013) follows the investment development path 
theory and the original classification of investment motives (market-seeking, resource-seeking 
and efficiency-seeking), Pattayat (2016) follows the Eclectic Paradigm without expanding on 
investment motives. Tripathi et al. (2015), on the other hand, structure their market size variable 
under the market-seeking motive, while the remaining variables are left unclassified. In order 
for received theory to guide contextualization, we need a coherent understanding of this theory. 
Only then will we be able to apply context-specificities and nest them within the general 
theoretical framework to produce research that is exhaustive, exploratory, comparable, and 
creates opportunity for learning (Buckley et al., 2018; Delios, 2017a; Buckley & Casson, 2009). 
 
Now, when looking back at the beginning of this PhD research endeavor, much of the above 
was (and still is) a challenge to established theory and to received (empirical) approaches. As a 
consequence, I found myself confronted with one, seemingly trivial, central question: why do 
firms invest into India? Or, more profoundly: what motivated MNEs in the 2000s to internalize 
the Indian market by means of FDI?  
On a more granular level, however, there are really three pillars underlying this central 
question, i.e., theory, context, and empirics, which consequently channel the approach of this 
three article dissertation. The objective, which eventually turned out to be the single most 
significant part of the contribution of this research, is to offer a theory-driven and contextualized 
empirical analysis of Indian FDI inflows for the period 2000 to 2017. The theory is not 
something that is just put on the beginning, but it goes throughout the whole research and helps 
to better understand and to operationalize the phenomenon and idiosyncrasies of Indian FDI 
inflows.  
In brief, then, Study 1 establishes the theoretical basis by providing a systematic 
literature review on the Eclectic Paradigm and investment motive theory. It offers a conceptual 
state-of-the-art framework of the Eclectic Paradigm and investment motives that leads the 
subsequent theory-driven empirical research of this dissertation. The following two studies then 




explicated by received investment motive theory. Study 2 looks on what generally motivates 
MNEs to enter the Indian market, discussing particular idiosyncrasies of India’s economic, 
political and institutional, cultural and social environment. Study 3 digs deeper on social 
indicators in India to analyze their significance in attracting foreign investors. 
 
THEORETICAL AND CONTEXTUAL ANTECEDENTS 
In the following section, I seek to establish an initial theoretical and conceptual setting for this 
dissertation. The intent is to cover the specific areas that define the common thread of this 
dissertation. As such, the following will establish the expectations concerning MNE motivation 
as the underlying context of FDI, before setting the scene on the Indian inward FDI 
environment. While the description of the logic is brief and incomplete, it serves as a synoptic 
link between the previous introduction and the following summary of the single studies.  
 
The Changing Landscape of MNEs and Investment Motives 
One of the central themes in IB are MNEs, since they are the key drivers of globalization and 
the key institutions that respond to globalization (Buckley et al., 2018). In his widely accepted 
threshold definition, Dunning (1993, p.3) defines an MNE as “an enterprise that engages in 
foreign direct investment (FDI) and owns or controls value-adding activities in more than one 
country”. In a neoclassical economic sense, the rationality of multinationals centers on self-
interest, which is generally associated with profit maximization (Buckley & Casson, 2019; 
Kano & Verbeke, 2019; Dunning, 1993). Hence, when looking at the determinants of FDI in 
any particular country, we are especially interested in the motivation of multinationals to enter 
these markets.  
The basic ingredients of MNE activity are international market failure along with the 
strategic motivation of firms to engage in foreign investments (Meyer, 2015; Dunning, 1988). 
Market imperfections allow MNEs to leverage superior technological, managerial or 
organizational capabilities that will give them a competitive edge over other foreign and 
domestic firms (Reiter and Steensma, 2010). Especially when entering less efficient countries, 
this knowledge allows for capturing larger shares of the foreign market. Investment motives, 
then, define the type and objective of MNE activity, which, in very simple terms, is to grow 
(Meyer, 2015; Dunning, 1988). For instance, taking advantage of a large foreign market can 




foreign labor can also resort in growth (efficiency-seeking). The same is true if an MNE is 
seeking access to specific resources that are not available or available at much higher costs in 
the home market (resource-seeking); it can resort in growth (Dunning, 2003, 1993). The 
motives help determine location choices as they help to structure and operationalize an MNE’s 
strategy. As such, the theory behind investment motives helps us better understand the behavior 
of MNEs and patterns in FDI (Benito, 2015; Cuervo-Cazurra & Narula, 2015). 
However, understanding the context in which the motives were initially addressed is 
crucial for any further debate. The above market-, resource-, and efficiency-seeking framework 
of investment motives was introduced in the 1980s, as an appendage to Dunning’s Eclectic 
Paradigm of Ownership, Location, and Internalization advantages (e.g., Dunning, 1988). This 
means, it was designed to explain the emergence of western, mostly manufacturing MNEs that 
invested in western (or developed) markets. Today’s foreign investments are increasingly none 
of those things, spurring a controversial debate not only in the IB community but also across 
different streams of the economics and management literature (Cuervo-Cazurra & Narula, 
2015). We now have new types of actors from developed as well as developing countries. 
Emerging markets, with China and India leading the way, are in the process of overtaking 
developed markets as favored host countries for FDI (A.T. Kearney, 2018, 2017; UNCTAD, 
2017). Sectors, in which foreign MNEs were not permitted a couple of years ago, are now 
opening up and providing increased incentives for foreign investors (e.g., as seen in India under 
the automatic route) (DIPP, 2019). Firms are increasingly investing into the tertiary sector, 
seeking brains, not brawn. Technological and innovative progress spurs economic development 
and creates whole new sectors and industries. There are new dynamics in the global markets, 
new forms of state policy, or institutional paradigm shifts. All those changes add to the list of 
potential investment motives. 
The literature is divided by disagreement on how we should approach investment 
motives today, resulting in three general views. One argument proposes that the old 
classification is still operative and has proved to stand the test of time (e.g., Narula, 2012). 
Another argument challenges the taxonomy. Since new dynamics emerged in global markets, 
several studies propose new theory along with new motives. Particularly literature from outside 
the traditional IB field, such as strategy and management, encourages a more micro-level 
perspective that enables an individualistic response to the various changes in the global 
economy (e.g., Moghaddam et al., 2014; Hennart, 2012). A third stream of scholars calls for a 
general simplification and simplified focus, such as the development of conceptually driven 




on the macro-level and practically applied on the micro-level (e.g., Cuervo-Cazurra & Narula, 
2015; Cuervo-Cazurra, Narula & Un, 2015).  
This is where this dissertation ties in. By systematically contextualizing and 
synthesizing the fragmented literature in Study 1, it seizes on all three arguments and offers a 
new perspective. The consequent framework of investment motives is then translated to the 
context-specificity of Indian inward FDI, applied in both Study 2 and Study 3. 
 
The Development of Indian Inward FDI 
Just as navigators set sail must regard the unique characteristics of the winds and waters on 
their route ahead to avoid shipwreck, we must delve into the idiosyncrasies of India’s still-
nascent economic and political environment to better understand the determinants of Indian 
inward FDI as well as the behavior of foreign investors. A brief discussion on the antecedents 
of today’s investment environment in India may elicit some of the still persistent headaches as 
well as opportunities foreign MNEs face (Khanna & Palepu, 2010). 
India has a history of post-colonial socio-economic struggle that was partially spurred 
by a socialist economic paradigm along with a protectionist and elite-centric agenda since the 
1950s (Sawe, 2019; Sirohi, 2019). Until its liberalization and economic opening to foreign trade 
in 1991, FDI into India was highly restricted, which dates back to the Industrial Development 
and Regulation Act of 1951 (McCartney, 2009). This licensing regime was established to 
maintain control over key industrial sectors and tighten state control over India’s economy. Yet, 
the apathy towards foreign investment along with neglecting export trade led to a constant trade 
deficit since the 1980s (World Bank, 2019). A weak manufacturing sector and the strong 
proportion of the agricultural industry has additionally impeded economic progress (World 
Bank, 2019; UNCTAD, 2018). By 1980, more than 72% of India’s workforce was employed 
in the primary sector (Sirohi, 2019). While being on the verge of having a population of 1 
billion, India’s demographic expanse was not matched by its economic, social, and geopolitical 
development. Although the economy experienced steady growth, the country remained poor 
(McCartney, 2009). It suffered from chronic food shortages and increased religious conflicts. 
India experienced a progressively growing balance of payment deficit. And, it was absent from 
the high table of world politics (Sirohi, 2019). From a simplified neoclassical perspective, the 
adverse impact of India’s economic objective of self-reliance and isolationist trade policy 
eventually forced the Indian government to liberalize the economy towards a free market-based 




With its liberalization in 1991, India progressively sought to build a policy environment 
that encouraged both domestic and foreign investment. The attitude of India’s post-
liberalization regimes slowly seemed to change towards appreciating foreign investments as a 
source of managerial skills, new technology or scarce resources (Mohan, 2013). Yet, the grand 
narrative of an impetus in inward FDI that was based on the implementation of neoliberal trade 
reforms, rule of law and sound legislative was rather wishful thinking than practical reality. 
Instead, it was an incremental process of policy reforms that was still hampered by a complex 
set of restrictions, barriers, and requirements for foreign investors (Sirohi, 2019; Mohan, 2013). 
As a consequence, cumulative FDI inflows in the period 1991 to 2000 amounted to less than 
US$10 billion (DIPP, various years). While, e.g., China advanced to the factory of the world 
after its economic liberalization in 1978 and joined the World Trade Organization (WTO) in 
2001, India has increasingly evolved into a laboratory and office environment, especially for 
MNEs from developed markets (Mohan, 2013; Zheng, 2009). But, the trade deficit remained. 
Despite increasing trade openness – which depicts the ratio of trade to GDP, India had a 
cumulative trade deficit of US$41 billion in the period 1991 to 2000 (World Bank, 2019). 
Various economists believe that the gradual transition from an agriculture based economy 
towards a services based economy, skipping the secondary sector, has left its marks on India’s 
economic development (Mehta & Rajan, 2017). The country’s omission to attract investments 
into and foster infant industries, its stunted infrastructure, or the dearth of energy resources may 
be amongst the biggest impediments to foreign investments into the manufacturing sector (A.T. 
Kearney, 2017). Indeed, the secondary sector, on average, contributed to a mere 27% to India’s 
GDP between 1991 and 2000, resulting in low exportable output (World Bank, 2019). 
 In post-millennial India, governments realized the importance of the manufacturing 
sector as a driver for economic development, expansion of output and growth in employment. 
And, they promoted further trade liberalization, which was aimed at transforming India into a 
key investment destination and a global manufacturing hub. Several state policies and 
initiatives, such as the Make in India (MII) initiative in 2014, brought about a leap in GDP 
growth and FDI inflows (Zheng, 2013). On average, India’s GDP grew more than 7% each year 
since 2000, while FDI inflows into India went from US$2.6 billion in 2000 to US$43.6 billion 
in 2017, cumulating to roughly US$360 billion. Investments from other Asian countries take 
the lion’s share, with cumulated investments of about US$250 billion from 2000 to 2017 (World 
Bank, 2019; DIPP, various years).  
Yet, India’s FDI environment still paints a rather confusing picture. The strong 




reduction of regulatory hurdles led India to become the third most prospective host economy 
for foreign investors after the United States and China for the years 2017 to 2019, according to 
a study by UNCTAD (2017). More so, India ranked eighth and eleventh in the 2017 and 2018 
FDI Confidence Index (A.T. Kearney, 2018; 2017). Yet, despite its positive momentum, India 
is still facing several challenges that hamper the exploitation of its full potential. With its 
US$43.6 billion in inward FDI flows in 2017, India attracted about 3% of the global share in 
FDI and only 6.5% of FDI received by developing countries (DIPP, 2018; UNCTAD, 2018). 
Ranked 129 out of 180 countries in the 2019 Index of Economic Freedom, India is placed far 
from most liberalized economies, and is labelled as mostly unfree (Heritage, 2019). India’s 
investment regime is still considered complex and confusing for foreign investors. Although 
the government continuously relaxed FDI norms by permitting 100% FDI under the automatic 
route in various industries, certain sectors, such as telecom, pharmaceuticals or insurance still 
require government approval. Since India has excluded local and state authorities from its 
federal approval process, FDI under the government route often leads to a redundant extension 
of the respective investment implementation process. But, India’s primarily lower-to-middle-
income market requires foreign investors to localize quickly, especially since imported goods 
cannot compete with local prices due to generally lower profit margins (Mudambi, Saranga & 
Schotter, 2017). As a consequence, foreign investors’ sentiment may still wane for the Indian 
market. 
As of 2018, India’s working-age population outgrew its dependent population, thus 
entering the stage of demographic dividend. In theory, the demographic dividend together with 
the size of the Indian economy can further propel economic growth, if the working-age 
population is equipped with the skills demanded by the prevailing labor market (Mukherjee, 
Bajaj and Gulati, 2019; ADB, 2015). Together with an improving business environment, with 
state policies and the recent liberalization bearing fruits, and with the continuous transition 
towards a knowledge-economy, India still offers much untapped potential. Drawing lessons 
from past years could further instigate growth in foreign investment inflows. Study 2 and Study 
3 offer initial indications as to what factors were important and may provide opportunities for 









Framework of the Dissertation  
Let us recall: This three article dissertation explores the motivation of MNEs to invest into 
India in the 2000s. In order to do so, I develop an explanatory framework that stands on received 
theory. The framework builds the theoretical basis of my dissertation. Then, I test the theory in 
the context of India. Although the articles are self-contained and offer an independent 
contribution each, they are logically intertwined and support the common theme of this 
research. By adapting the theory to the phenomenon of Indian inward FDI, the dissertation 
seeks to provide an initial impetus to better understand both the macro- (as theory-building 
instrument) as well as the micro-level of MNE activity (in the context of India). Table 1 below 
provides an overview of the single studies along with their status of completion. 
 
Table 1: Overview of Studies 
 Study 1 Study 2 Study 3 
Title Deducing a state-of-the-art 
presentation of the Eclectic 
Paradigm from four decades of 
development: A systematic 
literature review 
The Determinants of Inward 
FDI in India in the 2000s 
The Impact of India’s Social 
Development on FDI Inflows 




Contribution Author’s independent research Main author Main author 
Publication 
Status 
Published in 2020, Management 
Review Quarterly (MRQ), 
70(1), pp. 51-96  
Submitted to International 
Business Review (IBR), 
currently under review 
Invitation to resubmit to 




VHB-JOURQUAL 3: C 
Impact Factor: 1.250 
VHB-JOURQUAL 3: B 
Impact Factor: 3.639 
VHB-JOURQUAL 3: B 
Impact Factor: 3.639 
Conference 
Presentations 
Presented at joint research 
colloquium (HHL, ESCP 
Berlin, TU Dresden, Kiel 
University (CAU), and 
University of Stuttgart) in July 
2018 
Presented at the 2018 
Entrepreneurship and 
Development Conference at 
Harvard University’s Lab for 
Entrepreneurship and 
Development (LEAD) in 
August 2018 
Accepted for presentation in a 
competitive session at Academy 
of International Business (AIB) 
2020 Miami Conference in July 
2020 
Submitted to European 
International Business Academy 





The multi-level approach of this dissertation is an excellent opportunity to challenge, adapt, and 
test received theory of MNE activity. One of the important features is that the Eclectic Paradigm 
or, in fact, the appended theory of investment motives survived this particular test throughout 
all three studies. The theoretical basis helps to provide a structured and replicable approach to 
any similar empirical setting. And, this structure helps to better understand idiosyncrasies of 
the Indian market that go beyond mere macroeconomic considerations, such as social and 
cultural factors, thus increasing the likelihood of improving our grasp of the true determinants 
of Indian inward FDI. In the following, I will provide a brief synopsis of each study with respect 
to the main purpose, methodology, and key findings. 
 
Study 1: Eclectic Paradigm – A Systematic Literature Review 
Summary 
Study 1, titled “Deducing a state-of-the-art presentation of the Eclectic Paradigm from four 
decades of development: A systematic literature review”, is a systematic literature review on 
the Eclectic Paradigm and the appended investment motive theory. The purpose is to classify 
the diverse conceptual developments into a unified context, providing a coherent theoretical 
basis and opportunity for a context-specific application. It is a single-author study. Earlier 
versions were presented at a joint research colloquium (HHL, ESCP Berlin, TU Dresden, Kiel 
University (CAU), and University of Stuttgart) hosted by HHL in July 2018 as well as at the 
2018 Entrepreneurship and Development Conference at Harvard University’s Lab for 
Entrepreneurship and Development (LEAD) in August 2018. The study is published in the 
Management Review Quarterly (MRQ). 
 
Motivation & Research Objectives 
Contemporary literature generally considers the Eclectic Paradigm as a dominant theoretical 
concept for explaining the extent, pattern, and geographic dispersion of MNE activity 
(Cantwell, 2015; Eden & Dai, 2010; Dunning, 2009, 2000). In its basic setting, the Eclectic 
Paradigm can be described as consisting of three interrelated elements. Ownership (O) 
advantages are proprietary assets that determine why a firm engages in foreign activity. 
Internalization (I) advantages determine whether O advantages can be exploited internally and 
thus relate to how a firm engages in foreign activity (FDI vs. non-equity trade). Location (L) 
advantages then determine where a firm’s foreign activity happens (Narula, et al., 2019; Eden 




investment motives, which help to understand what motivates firms to engage in foreign activity 
(Cuervo-Cazurra & Narula, 2015).  
Proponents and critics alike have extensively scrutinized the elements over the last four 
decades, posing new questions along with introducing adaptations and extensions. 
Consequently, the Eclectic Paradigm evolved in an ever-broader and complex aggregation of 
different macro- and micro-level concepts, reducing its initial “analytical and intellectual 
elegance” (Narula, 2010, p.36). Subject-related studies have often failed to correlate to previous 
findings. And, they have independently drawn upon the various versions of the Eclectic 
Paradigm. Recent literature is fragmented, often fraught with a contradictory notion regarding 
the paradigm’s normative intention, structure, and elements. Consequently, we are confronted 
with an incoherent understanding of the taxonomy, which also hampers the comparability of 
empirical studies and the integration of the various results into a homogeneous body of 
knowledge (Eden & Dai, 2010; Rugman, 2010). The aim of this literature review is to connect 
the past, present, and future. The intent is to review the well-established literature and 
synthesize the core developments over the last four decades (1980-2017). The resulting 
knowledge is integrated into a state-of-the-art presentation of the Eclectic Paradigm, which 
includes both the OLI taxonomy as well as investment motives. Based on this conceptual 
framework, expectations regarding further research opportunities can be established. 
 
Methods 
The methodological framework follows a two-phased, sequential approach. First, I conduct a 
systematic literature review to synthesize and contextualize existing knowledge within a 
coherent framework (Macpherson & Jones, 2010; Denyer & Tranfield, 2009; Tranfield, Denyer 
& Smart, 2003). Second, a state-of-the-art review then exerts the key findings to provide a 
heuristic approach that offers new perspectives and a basis for further subject-related research 
(Booth, Papaioannou & Sutton, 2012; Grant & Booth, 2009). The process follows the practice 
of well-established IB-related review articles, such as Kim and Aguilera (2016) or López-
Duarte, Vidal-Suárez and González-Díaz (2016). The search process is structured around the 
themes Eclectic Paradigm, Ownership Advantages, Location Advantages, Internalization 
Advantages, Multinational Enterprise, Foreign Direct Investment, and Investment Motives. 
Eventually, I identified 66 journal articles published in 11 high-impact and peer-reviewed 






Key Findings & Implications 
The results of the review point towards a multidisciplinary tendency within the literature instead 
of an interdisciplinary approach. This means, due to the growing interest from different streams 
across the management and business literature, the emphasis has changed towards the mere 
micro-level perspective in recent years. The research has failed to consider the basic 
prerequisite by clearly differentiating between, first, addressing the overarching what, why, 
where, and how questions of foreign activity (macro-level) and, then, answering those questions 
within a specific case (micro-level) – which posits a contextualized configuration of the Eclectic 
Paradigm. Neglecting the locational component together with the fixation on the MNE as 
central focus of the Eclectic Paradigm adds fuel to the fire of dealing with the increasing 
complexity of today’s IB phenomena and global economy (Cantwell, 2015; Eden & Dai, 2010; 
Eden, 2003). 
I propose a conceptual state-of-the-art framework of the Eclectic Paradigm that 
preserves both the basic notion and richness of the original meta-framework. By scrutinizing 
the basic prerequisites of the Eclectic Paradigm, i.e., the normative intention, underlying 
context, and level of analysis, I broaden the focus beyond the mere OLI taxonomy. The 
framework functions as a macro-level envelope that seeks to explain the process of foreign 
activity (intention). It offers a generic methodology that consists of the OLI advantages and a 
simplification of investment motives into conceptually driven envelopes (following Cuervo-
Cazurra & Narula, 2015; Cuervo-Cazurra, Narula & Un, 2015). This means, three scenarios 
form an MNE’s strategic motivation to engage in foreign activity: to (i) exploit, (ii) augment, 
or (iii) protect its assets. For instance, MNEs might invest in foreign markets to exploit a set of 
pre-existing assets to generate further income. MNEs may also engage in FDI to augment new 
resources or capabilities that generate additional income and sustain long-term growth. This 
often connects to acquiring new knowledge within and from the host market. Last, MNEs might 
engage in FDI to protect a set of pre-existing assets from certain risks in the home country. Or, 
host country deficiencies may also deter MNEs to engage in FDI. The rationale of the asset 
protection envelope, however, is to protect or retain a firm’s income, whereas both the asset 
exploitation and augmentation envelopes aim at additional income-generation (underlying 
context). While remaining simple, the macro-level framework can then be translated to the 
context-specificity of any empirical setting on the micro-level. Deriving meaningful proxies 
and evaluating the respective dependent variables of the OLI taxonomy enables us to better 




This conceptual basis paves the way to test cases of MNE activity empirically within a specific 
context, and facilitates the comparability of findings. 
 
Study 2: Determinants of Indian Inward FDI 
Summary 
Paper 2, titled “The Determinants of Inward FDI in India in the 2000s”, is an empirical analysis 
that seeks to develop a model of Indian inward FDI patterns for the period 2000 to 2017. The 
purpose is to make an extensive exploration of recent determinants of FDI inflows into India. 
We seek to identify if and how host country idiosyncrasies exert distinctive effects on inward 
FDI patterns. It is written in co-authorship with Andrew Delios (NUS Business School, 
National University of Singapore). The study is currently under review at the International 
Business Review (IBR). Moreover, the study is accepted for presentation in a Competitive 
Session at the AIB 2020 Miami Conference in July 2020.  
 
Motivation & Research Objectives 
India’s role in the global economy has surged since its liberalization and economic opening to 
foreign trade in 1991 (Zheng, 2013). Sweeping trade liberalization efforts resulted in a 
significant increase of FDI inflows at the turn of the millennium. Since then, India has gradually 
advanced to becoming one of the favored FDI destinations amongst the emerging markets 
(DIPP, 2018; UNCTAD, 2017). Yet, the literature on FDI into India remains incomplete and at 
a rather nascent stage, creating opportunity to deepen our conceptual and contextual 
understanding. So far, very few studies balance empiricism with a contextualized and theory-
driven discussion and broaden the focus beyond analyzing mere macroeconomic variables 
(Buckley & Casson, 2019; Delios, 2017a). We undertake to make this form of contribution. 
Conceptually, we translate the explanatory framework of the three investment motive 
envelopes, introduced in Study 1, to the context-specificity of Indian inward FDI: asset 
exploiting, asset augmenting and asset protecting investment motives. Further, we discuss the 
idiosyncrasies of recent Indian inward FDI by considering its macro- and socio-economic 
environment. Both pillars allow us to provide a rich and contextualized depiction of the 
empirical setting. We go on to formally model the phenomenon of Indian inward FDI by 







To model Indian inward FDI patterns between 2000 and 2017, the study is based on an 
exhaustive panel dataset that includes all 135 home countries officially reported as sources of 
investment by the Secretariat of Industrial Assistance (SIA) Newsletter, published by the 
Department of Industrial Policy and Promotion (DIPP).  
Our final dataset consists of a strongly balanced panel, containing 1,075 observations 
for the main model. Following established empirical IB approaches, we conduct several tests 
to check for the quality of our data and for the most suitable statistical model (e.g., Zheng, 2013; 
Buckley et al., 2007). We use a Random Effects (RE) Generalized Least Squares (GLS) model 
with heteroscedasticity-robust standard errors, to investigate the development of inward FDI in 
India. Additionally, testing our hypotheses within several scenarios allows us to analyze 
dynamic patterns and heterogeneity within Indian inward FDI. We approach time-dependent 
effects on FDI inflows by employing a structural break model that addresses the implication of 
government-induced policy stimuli. We approach home country level of development effects 
by distinguishing between investments from developed and developing countries. And, we 
approach geographic proximity effects by distinguishing between investments from countries 
with a lesser and greater distance to India.  
 
Key Findings & Implications 
We expected some contrasting results to what is generally presented in received theory – which 
we have obtained. Contrary to expectation and against received theory, asset exploitation 
motives do not emerge as a consistent influence in Indian inward FDI. Conventional market-
seeking FDI only tends to appear under certain circumstances. India’s ongoing efforts towards 
transitioning into a knowledge economy have changed how foreign investors consider the 
Indian market and its market potential. Its lower-to-middle income market and increasing 
domestic competition seems to deter foreign investors to achieve local sales that would justify 
to internalize the market by means of FDI and without a local strategic partner (Mudambi et al., 
2017). But, foreign investors seem to have realized that with continuing liberalization efforts 
and further policy stimuli becoming effective, such as seen with the Make in India initiative, 
India may further develop into an advanced yet low-cost service and knowledge hub. This 
suggests that investors target long-term investment and sustainable growth, primarily engaging 
in asset augmenting FDI. Although the domestic market still lacks attractiveness, investing into 
India allows foreign MNEs to position themselves strategically within the Asia-Africa-Middle 




an MNE’s assets, the results suggest that persistent market imperfections seem to play a central 
role in shaping Indian inward FDI patterns. The unconventional finding that foreign MNEs do 
not seem deterred by decreasing government quality suggests that institutional inefficiencies 
still provide several means to bypass both legal as well as regulatory restrictions to penetrate 
the Indian market. 
 
Study 3: India’s Social Development and FDI Inflows 
Summary 
Study 3, titled “The Impact of India’s Social Development on FDI Inflows”, is an empirical 
analysis that seeks to explore whether FDI decisions into India are sensitive to the country’s 
social development. It is written in co-authorship with Tobias Dauth (HHL Leipzig Graduate 
School of Management). The study is currently revised to being resubmitted to the International 
Business Review (IBR). Furthermore, it is submitted to the 46th EIBA Annual Conference 2020. 
 
Motivation & Research Objectives 
India’s positive momentum in economic growth and FDI inflows since the early 2000s has yet 
to be absorbed by its social development (DIPP, 2018). The post-colonial socio-economic 
struggle and its ever-present legacy of caste, cultural and gender inequalities play a significant 
role in India’s failure to achieve inclusive growth. The country is still caught in a poverty trap, 
with large shares of the population being deprived of basic needs. Yet, post-millennial India 
has increasingly attracted FDI into its tertiary sector, such as technology or services (World 
Bank, 2019; ADB, 2015; Mohan, 2013). Indeed, conventional wisdom suggests that FDI into 
secondary sectors often undercuts social thresholds and is driven by cheap labor and lenient 
labor regulations, institutional deficiencies or lax (environmental) regulations (Wiedmann & 
Lenzen, 2018; Buckley et al., 2007; Zhou et al., 2002). But, absorption of FDI into the tertiary 
sector requires a social fabric that provides the infrastructure necessary, such as a well-educated 
pool of labor (UNCTAD, 2017; Noorbakhsh, Paloni & Youssef, 2001). 
 Despite sweeping shifts into knowledge- and capital-intensive tertiary industries, recent 
empirical evidence on the nexus between social indicators and inward FDI is fraught with 
contradictory results (Kolk, 2016). More so, traditional IB literature merely deals implicitly 
with social indicators. Our study provides a new perspective to the IB debate by explicitly 
focusing on the question whether social development may create opportunities to further propel 




indicators and inward FDI. The investment motive framework helps us to better grasp the 
nuanced relation and provides a theoretical basis to integrate the argument into the broader IB 
debate. By disentangling social development and deriving common denominators, we cover in 
our hypothesis specific metrics that may offer more accurate evidence for the sensitivity of 
MNEs’ investment decisions to India’s social development in the 2000s. 
 
Methods 
The study builds upon an extensive panel dataset that covers 132 home countries. Yet, with FDI 
the causal arrow often runs bidirectional between the dependent and independent variables. We 
operate in and follow well-established literature (e.g., Meyer et al., 2017; Edwards, 2014; Bun 
& Windmeijer, 2010; Hsiao, 2007; Roodman, 2009a, 2009b; Arellano & Bond, 1991), and 
undertake various proven methodological steps to circumvent endogeneity problems. We are 
using a one-year lag of all right-hand side variables, confining our analysis to a 17-year period 
from 2001 to 2017. The panel dataset is strongly balanced, containing 1,980 observations for 
the full sample. 
Throughout the modeling procedure, we deal with various specification issues and 
respecify the model if necessary. For instance, we use heteroscedasticity-robust standard errors. 
We test for time heterogeneity. We test for a cyclical component in Indian inward FDI by 
employing a two-step system Generalized Method of Moments (GMM) estimation (see 
Roodman, 2009a, 2009b). This means, we analyze whether FDI inflows this year are 
determined by past inflows. Only then can we draw robust conclusions from the long-run 
relationship between social indicators and FDI inflows. And, we test for statistical omitted 
variables bias, analyzing whether some right-hand side variables have a nonlinear effect on 
inward FDI (Edwards, 2014). Our tests are all within the limits of reasonable tests statistics for 
the GMM dynamic methods, corroborating the reasonability of our approach. Yet, we shall note 
that “the number of suggestions [of dealing with reverse causality] seems to equal the number 
of critics” (Leszczensky & Wolbring, 2019, p. 3). 
 
Key Findings & Implications 
This study is theory-driven. By focusing on both MNE motivation and the social development 
framework, we extend the current IB debate and enable a more contextualized and focused 
debate on the relationship between social indicators and Indian inward FDI. Similar to Study 2, 
we find that investments into the Indian market are future-oriented, especially aimed at utilizing 




surprisingly, the general impact of social indicators on investment decisions of MNEs is 
marginal, but it does exist. In line with Narula (2019), it seems that MNEs view social 
objectives as rather secondary to financial objectives – which also follows the neoclassical 
economic argument. In other words, the effect social indicators have on inward FDI seems to 
depend on whether the investment motives of MNEs align with those that will promote social 
development. As such, the social indicators that matter are those most closely related to the 
perception of sustainable and long run investments along with knowledge- as well as skill-
development. Particularly in the course towards becoming a knowledge economy and with 
foreign MNEs increasingly targeting India’s tertiary sector, the educational dimension has 
developed as one of the main pull factors for foreign investors in recent years. Further 
improving the social fabric in India that helps satisfying basic needs and lifting people out of 
poverty into the middle class may positively influence long-run FDI inflows. We also find a 
trend effect to FDI, suggesting that the effect of social development is more significant on 
investment decisions for MNEs that already have internalized the Indian market or penetrated 
the market by means of imports.  
 
CONCLUSION AND AVENUES FOR FURTHER RESEARCH 
At the end of each study or research project we ought to ask ourselves: what have we learned – 
about theory, about context, or about specific phenomena. If we did not learn anything new and 
fail to be excited about our own work, then what can we expect from the readers? While the 
specific contributions and limitations of the three studies are discussed within the context of 
each of the following chapters individually, let us now turn towards the bigger picture of this 
dissertation. Three key perceptions protrude: the importance of a theory-driven approach, the 
importance to understand what was Indian about Indian inward FDI – or simply, to understand 
the idiosyncrasies of India’s investment environment, and the importance of an interdisciplinary 
perspective to IB research. 
Seeking an answer to the question of why MNEs invest into a specific market by 
approaching a trial-and-error method can lead to lopsided results. As I mentioned at the outset 
of this chapter, we have seen this all too often in IB research even though various scholars have 
stressed the importance of a theory-driven research agenda (e.g., Narula et al., 2019; Buckley 
et al., 2018). Borrowing a quote from the psychologist Kurt Lewis: “There is nothing so 
practical as a good theory”. Yet, applying the investment motive theory to the context of Indian 




of this theory for a phenomenon that differs greatly to the original setting it was intended for. 
Consequently, developing the three conceptually driven envelopes of asset exploiting, asset 
augmenting, and asset protecting investment motives helped greatly in providing a coherent 
and simple theoretical framework that guides contextualization and in which to structure and 
interpret the results. It stood the test to account for the novelty and complexity of 
contemporaneous developments in India’s investment environment. I hold fast to the view that 
the framework can be translated to the context-specificity of any future empirical setting that 
seeks to understand why MNEs engage in FDI in a particular market.  
Conventional wisdom has long claimed that the motivation of MNEs to enter certain 
markets differs greatly between host-countries. Understanding such phenomena requires more 
than simply modeling MNE activity, but the development of rich contextual knowledge – a key 
point well made by Delios’ (2017a) critical commentary on the state of current IB research. In 
fact, explaining investment motives to India can hardly be understood outside of the context of 
India’s economic, institutional, political, and social structures. The caste system does not exist 
in Thailand, nor does India have the infrastructure available to compete against China as global 
manufacturing hub – to name two of many examples. Applying the theoretical framework to 
the specific context of India has equipped us with a toolset to formally model Indian inward 
FDI and explore relationships beyond the mere fixation on conventional macroeconomic 
determinants. By digging deeper into India’s economic, institutional, political, and social 
idiosyncrasies, we were able to better understand the challenges MNEs face and the consequent 
choices MNEs make when investing into India. Contrary to popular belief, we hardly find asset 
exploiting motives. But we find that India’s transition towards a knowledge economy and its 
strategic location within the Asia-Africa-Middle East triangle appears to attract primarily asset 
augmenting FDI into the tertiary sector. Investments into India, therefore, seem rather future-
oriented and strongly benefit from social progress in terms of inclusive educational 
opportunities and development. The unconventional finding that India’s institutional 
deficiencies seem to attract rather than deter foreign investors makes sense when having a 
broader view on its institutional fabric – the deficiencies enable foreign investors (or their 
domestic strategic partners) to bypass legal or regulatory restrictions to penetrate the market. 
These findings would have been difficult to grasp without such a theory-driven and 
contextualized approach. 
IB research has always dealt holistically with real-life phenomena of the present-day 
global economy, not only crossing national boundaries but also integrating adjacent disciplines. 




social science disciplines, rather than to merely take from them”. Indeed, contextualization 
requires IB research to look beyond the IB boundaries and employ an interdisciplinary 
approach. Many aspects of this dissertation arise from sister social science disciplines and, as 
it is my hope, contribute to the creation of future research opportunities in and outside of IB. 
The following part shall briefly outline some of the potential avenues for further research. 
 
While the empirical part of this dissertation has focused intensively on Indian inward FDI, many 
new questions have emerged in the course of the research. Although India’s diaspora has 
diversified within knowledge-intensive industries and an increasing migration of the tertiary 
sector from developed countries to India currently takes place (World Bank, 2019; ADB, 2015; 
Huang & Khanna, 2003), several issues remain unanswered. Much has been viewed from the 
lens of foreign MNEs, with India’s rising demographic dividend, low labor costs and growing 
talent base all providing incentives to foreign investors. But how does this transition affect the 
lives of the vast rural population and the rural landscape in general? Rising Gini coefficients 
indicate that only a small portion of the population benefits from the country’s economic 
development, with growth in upper incomes outpacing lower and middle incomes (World Bank, 
2019; Delios, 2017a). Or, what happens to India’s indigenous industries – especially in the 
country’s endeavor to leapfrog from an agriculture-heavy economy towards a knowledge 
economy, thereby still partly neglecting the secondary sector? More so, the effectiveness of the 
role of India’s government-led visible hand in forming policies that tackle these inequalities 
remains unclear.  
 Meanwhile, we still know little about the characteristics and performances of foreign 
investors in India. Understanding the post-investment development, growth, and capacity of 
foreign MNEs, their profitability compared to other locations along with their post-investment 
strategies would provide valuable insights to better understand India as investment destination. 
But, relying on mere secondary data is insufficient. Addressing these issues through engaging 
directly with organizations and people becomes necessary as it generates opportunity to deepen 
our understanding of the context and to further develop special theory. 
 Shifting focus to a more macro-level perspective, in turn, creates opportunity to 
strengthen existing and derive new arguments that can be nested within the general theory. Of 
course, the results of single-country studies are bounded by a lack of comparability, resulting 
in certain bias. While cross-country studies on the determinants of inward FDI between various 
emerging markets are plenty, comparing the impact of social indicators on FDI inflows amongst 




the Chinese could strengthen the theoretical argument whether certain social indicators may 
drive inward FDI. As the two countries share specific characteristics, such as their size, the 
prevailing societal deficiencies despite strong economic performance, and their role as key 
investment destinations amongst the emerging markets, their approach to FDI and social 
development yet differs greatly. Hence, a comparison could also shed light on the effectiveness 
of certain policy implications in dealing with societal issues, human capital development, and 
their impact on FDI inflows. 
 Meanwhile, Vietnam has the opportunity to excel within the landscape of Asian 
emerging markets, exhibiting a strong track record of economic growth and FDI inflows in 
recent years. Yet, it still remains a regional investment hub, with investments from other Asian 
countries taking the lion’s share. In fact, with a complex business environment, institutional 
deficiencies, poverty and rising Gini coefficients, poor transport and health infrastructure as 
well as high corruption, Vietnam shares many of the detriments to attracting foreign 
investments as India (Saleh et al., 2017). Could both countries learn from each other in tackling 
those imperfections? With both the state-of-the-art presentation of the Eclectic Paradigm and 
the investment motive envelopes at hand, future research can generate contextualized and 
theory-driven research at the forefront of the contemporaneous global economy, thus creating 
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DEDUCING A STATE-OF-THE-ART PRESENTATION OF THE ECLECTIC 
PARADIGM FROM FOUR DECADES OF DEVELOPMENT: A SYSTEMATIC 
LITERATURE REVIEW 
 
Abstract: For over four decades the Eclectic Paradigm has experienced a myriad of 
interdisciplinary advancements and evolved into an ever-broader and complex accumulation of 
different macro- and micro-level concepts. Despite its persistent validity for research on 
multinational enterprise activity, subject-related studies have often failed to correlate to 
previous findings and have independently drawn upon various versions of the Eclectic 
Paradigm, which exacerbates the comparability of the respective results. Yet, the literature lacks 
a systematic analysis of the heterogeneous development within a consistent body of knowledge. 
This paper contributes to the contemporary debate in that it systematically reviews and 
classifies the diverse developments within a unified context and, consequently, synthesizes and 
integrates the extant knowledge into a state-of-the-art presentation of the Eclectic Paradigm. 
Here, the study has set out to provide future research with a coherent basis and conceptual 
starting point. At this, a systematic literature review is conducted, analyzing 66 journal articles 
published between 1980 and 2017. Deduced thereof, the study (i) scrutinizes the largely 
neglected basic prerequisites (intention, underlying context, level of analysis), (ii) analyzes the 
imperative developments of the Eclectic Paradigm, and (iii) encapsulates the above within a 
coherent, state-of-the-art macro-level envelope of the Eclectic Paradigm. In light of the 
findings, the study concludes by identifying issues that deserve more attention or remain under-
researched and, hence, provides suggestions for further research. 
 
Keywords: OLI paradigm; MNE activity; Ownership advantage; Location advantage; 
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THE DETERMINANTS OF INWARD FDI IN INDIA IN THE 2000s 
 
Abstract: The literature on foreign direct investment (FDI) flows into India is nascent, creating 
opportunity to deepen our conceptual and contextual understanding. We develop a model of 
Inward FDI patterns in India for the period 2000 and 2017 by building an exhaustive dataset 
that covers all 135 home countries. Our theoretical framework incorporates both received 
investment motives and considerations of the idiosyncrasies of India’s recent macro- and socio-
economic environment. We find that India’s transition to a knowledge economy and its strategic 
location within the Asia-Africa-Middle East triangle attract asset augmenting FDI. In contrast 
to short-term profit maximization principles and asset exploitation motives, investors appear to 
target long-term investments and sustainable growth. Moreover, even with institutional and 
infrastructural deficiencies, the Make in India initiative has a positive effect on FDI inflows. 
However, foreign investors still seem willing to bypass legal or regulatory restrictions to 
penetrate the market.  
 
Keywords: India; Theory of FDI and the MNE (Ownership-Location-Internalization); 
Investment Motives; Emerging Markets; Panel Data  
  




Within a growing visibility of inward foreign direct investment (IFDI) into emerging markets, 
India recently shines out with rising investment inflows and strong economic growth, closing 
the gap to China (Prime, Subrahmanyam & Lin, 2012). India’s role in the global economy has 
surged following its economic opening to foreign trade in 1991 (Zheng, 2013). But, the 
literature on IFDI in the context of India trails the likes of literature on China and still remains 
at a nascent stage (e.g., Kirca, Fernandez & Kundu, 2016; Zheng, 2013; Bhaumik, Driffield & 
Pal, 2010).  
FDI into India seems not unique per se. As with other emerging markets, India’s 
institutional, economic, and social fabric is underdeveloped, the infrastructure is stunted, and 
labor is cheap (A.T. Kearney, 2017; Bhaumik, Driffield & Pal, 2010; Zheng, 2013). Still, pro-
market reforms brought about changes in both the economic and institutional landscape along 
with a reduction of regulatory hurdles (Mohan, 2013). Other than most emerging markets, 
however, India’s post-liberalization period was not led by the development of a strong 
manufacturing sector (Prime et al., 2012). Instead, India leapfrogged from a primarily 
agricultural towards a service based economy (Mehta & Rajan, 2017). Various studies argue 
that the failure to foster a manufacturing sector has left its mark on the economic development 
of India, resulting in low exportable outputs, an increasing trade deficit, or lack of technological 
spillovers (World Bank, 2019; Mehta & Rajan, 2017; Prime et al., 2012). Yet, FDI inflows are 
leaping since the early 2000s (Figure 1), and India advanced as a favored FDI destination 
amongst emerging markets (UNCTAD, 2017; Charie & Banalieva, 2015). Rather than being a 
unique case, post-millennial India offers a different perspective on the motivation of foreign 
companies to enter the market. Understanding recent incentives for multinational enterprises 
(MNEs) to bypass India’s imperfect market as well as the impediments to foreign investments 
provide ample opportunity to inform both policy making and firm strategies in similar 
environments (Charie & Banalieva, 2015; Buckley & Casson, 2009). 
 Studies on the determinants of Indian IFDI mainly have a strong orientation towards 
empiricism and macro-economic determinants. Yet, recent developments have not been 
sufficiently captured so far. Balancing empiricism with a contextualized discussion that 
addresses current host country idiosyncrasies provides opportunity to better understand the 
reasons for MNEs to invest into India (Buckley & Casson, 2019; Delios, 2017). This means, 
the drivers of India’s ongoing IFDI momentum are not necessarily nested within the obvious 
set of macro-economic variables alone, such as GDP, trade openness or exchange rates (e.g., 
Dua & Garg, 2015; Tripathi, Seth & Bhandari, 2015; Zheng, 2013). Especially with India’s 
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continuous transition towards a knowledge economy and its policy liberalization increasingly 
bearing fruits, new opportunities emerge for foreign investors that go beyond the exploitat ion 
of cheap labor (Wiedmann & Lenzen, 2018). On the other hand, deeper contextualization also 
provides opportunity to explain certain non-quantifiable phenomena (Delios, 2017). For 
instance, putting hard numbers on certain FDI phenomena – such as the diversion of 
investments to offshore financial centers and tax havens (OFTH) to avail tax benefits – is 
challenging without understanding context, or even misleading (Rao & Dhar, 2018). We find it 
useful to give more attention to the extent to which spatial investment decisions are explicated 
by received investment motive theory, while considering the idiosyncrasies of the Indian (socio) 
economic environment therein.  
 Our motivation, hence, is to explore the sensitivity of MNEs’ investment decisions into 
India to a comprehensive set of spatial determinants for the 2000-2017 period. We seek to 
identify if and how idiosyncrasies and recent phenomena of post-millennial India, with respect 
to the macro- and socio-economic environment, exert a distinctive effect on IFDI patterns. This 
means, by developing an explanatory framework that stand on received investment motive 
theory and that will conceptually guide the subsequent research, we can draw implications from 
India’s continuous policy liberalization, persistent market imperfections and its transition 
towards a knowledge economy that may be relevant for both policy makers and firm strategists. 
Therefore, the strongest focus of this paper is on the theory-driven and contextualized analysis 
and discussion of the empirical results. We test our hypotheses within several scenarios. To 
address the implications of India’s recent policy stimuli, we approach time-dependent effects 
on IFDI. To approach level of development effects of home countries, we distinguish between 
investments from developed and developing countries. Last, to approach geographic proximity 
effects, we distinguish between investments from countries with a greater and a lesser distance 
to India. With a time-series from 2000 to 2017, this study is, to the best of our knowledge, the 
first that is based on an exhaustive panel dataset that includes all 135 home countries reported 
as official sources of investment in the 2000s, which is published by the Department of 
Industrial Policy and Promotion (DIPP).  
 
- INSERT FIGURE 1 HERE - 
 
INDIA’S INVESTMENT ENVIRONMENT 
India’s post-liberalization endeavor towards transforming into a key destination for FDI 
constitutes an exciting context to investigate the consequences of the host country’s 
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idiosyncratic policy implications and economic imperatives, using received theory. Indeed, 
India’s economic development in the 2000s paints a confusing picture with respect to its 
interaction with and role within the global economy. The strong economic performance, as 
measured in GDP growth, along with the availability of scarce resources and human capital 
promise a prosperous investment environment. But, a complex investment regime and 
bureaucratic investment implementation processes along with low economic freedom may still 
deter foreign MNEs to engage in FDI (DIPP, 2019; Heritage, 2019; World Bank, 2019; A.T. 
Kearney, 2017). 
 
In a 2017 survey of top executives, India was considered amongst the most favored host 
economies for the years 2017 to 2019, after the United States and China (UNCTAD, 2017). 
Additionally, second to China within the emerging market cluster, India ranked as high as 
eighth in the 2017, and eleventh in the 2018, FDI Confidence Index (A.T. Kearney, 2018, 2017). 
Yet, despite its positive momentum and status as a promising investment destination, India’s 
global share in FDI is still low. With USD43.6 billion in FDI inflows in 2017, India attracted a 
mere 3% of the global share in FDI and 6.5% of investments received by developing countries 
(DIPP, 2018; UNCTAD, 2018). Similarly, while the average FDI to GDP ratio for 2017 
amounted to 2.4% on a global level and 2.1% for developing countries, India was lacking 
behind at 1.7%. Moreover, cumulative FDI inflows for the period 2000 to 2017 averaged 1.3% 
of India’s GDP (DIPP, 2018), emphasizing its large untapped potential for development.  
 Conventional wisdom suggests that adopting an approach that replicates the plethora of 
thriving market entries into China or other emerging markets is unlikely to work for India 
(Mudambi, Saranga & Schotter, 2017; Buckley, 2016). India’s history of post-colonial socio-
economic struggle along with the ponderous implementation of political reforms after its 
liberalization in 1991 still hamper a successful development along the paths seen in China and 
other Asian emerging economies (Mohan, 2013). As such, to understand some of the core issues 
related to the cultivation of a favorable FDI environment, the idiosyncrasies of India’s macro- 
and socio-economic environment need to be understood as they connect to the determinants of 
Indian IFDI as well as the behavior of foreign investors. With this approach, we can then draw 
specific implications and nest the insights within general FDI theory. In specific, as we 
elaborate below, four unique areas merit attention: (1) India’s institutional environment, (2) its 
policy liberalization through the Make in India initiative, (3) the occurrence of round-tripping, 
and (4) India’s level of societal development. 
 




The home institutional environment can play an important role in shaping a multinational 
enterprise’s (MNE) ability and willingness to invest abroad. An extensive body of literature 
commonly identified as institutional theory (see Peng, 2003, 2002; North, 1990), helps us to 
conceptualize the institutional environment. Yet, with regard to emerging economies, and India 
specifically, a discriminatory and burdensome host institutional environment may compel 
foreign investors to escape from and hinder investments to the host location, respectively. This 
means, the institutional framework of a host location can either attract or discourage foreign 
investments. 
 Despite India’s generally positive perception as host investment location due to the size 
of its labor force and domestic market as well as its technological and innovative capabilities, 
the institutional environment still deters foreign investors (A.T. Kearney, 2017). The opaque 
regulatory environment and its persistent corruption are amongst the main reasons. Further 
aspects deterring foreign investors are inefficiencies in its legal and regulatory fabric, and 
India’s stunted infrastructure. The insights are in line with India’s mediocre performance on the 
World Bank’s worldwide governance indicators (WGI, 2017), which report on six dimensions 
for a country’s governance quality: (i) voice and accountability, (ii) political stability and 
absence of violence, (iii) government effectiveness, (iv) regulatory quality, (v) rule of law, and 
(vi) control of corruption. India generally struggled to advance its performance distinctly since 
2006, yet was able to improve its ranking on the corruption indicator. The improvement was 
mainly due to continuous liberalization efforts and the latest government induced policy stimuli. 
Hence, we expect that the quality of the Indian governance can play an important role as a 
determinant on IFDI. 
 
Make in India initiative 
A major step in improving not only the institutional environment but India’s investment 
landscape as a whole was approached through the launch of the Make in India (MII) initiative 
in September 2014 (DIPP, 2019). Its objective was to attract strategic investors and attain global 
manufacturing competitiveness, by encouraging both foreign and indigenous corporations to 
manufacture locally. The initiative is built upon several pillars. Their agenda primarily focuses 
on facilitating investments under the automatic route1, enhancing skill development, promoting 
                                                   
1 We distinguish between automatic and government route. Investments under the automatic route generally do 
not require prior approval by the Government of India or the Reserve Bank of India (RBI). Furthermore, FDI up 
to 100% is allowed (DIPP, 2019). 
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technological advancement and innovation, improving infrastructure, and protecting 
intellectual property along 25 sectors of the economy (IBEF, 2019; DIPP, 2019; Bhatia & 
Agrawal, 2018; Banerji, 2017). What is more, the initiative intends to instigate a new mindset, 
or even an institutional paradigm shift within the Indian government, metamorphosing from a 
regulator towards a facilitator (DIPP, 2019). 
Since these pillars are directly within the power of the government, the reform agenda 
may boost efficiency- and strategic asset-seeking investments over time. Given India’s 
improved performance on the World Bank’s Doing Business 2018 index (World Bank, 2018), 
MII can become a major locational pull for foreign investments. Indeed, FDI inflows 
experienced another leap since 2014, climbing from USD28.8 billion to USD43.6 billion in 
2017 (DIPP, 2018). Thus, we believe that on the surface at least, there is evidence that these 
increases in FDI reflect MII policy liberalization, with an improved institutional environment 
in terms of governance quality and the protection of intellectual capital, as well as more 
fundamental issues such as improved labor productivity. 
 
Round-tripping 
India’s growing FDI inflows over the past years need to be scrutinized carefully, particularly 
regarding the respective origins of investments. Indian IFDI is highly concentrated, with 
Mauritius and Singapore as leading investors. More precisely, investments into India from 
Mauritius and Singapore in 2017 amounted to USD16.3 billion and USD10.8 billion, which 
accounted for more than 62% of total inflows. In fact, with cumulative total inflows amounting 
to around USD125 billion and USD64 billion for Mauritius and Singapore since 2000, together 
they accounted for over half of the IFDI into India (DIPP, 2018).  
Mauritius and Singapore along with other major investors, such as Cyprus, Cayman 
Islands or UAE, are generally known for their tax benefits and are considered offshore financial 
centers and tax havens (OFTH) (Sinha & Srivastava, 2013). When interpreting Indian IFDI we 
need to determine whether a bulk of investment inflows constitute actual investments or rather 
tax evasions under the Double Tax Avoidance Agreement. This form of IFDI is known as 
round-tripping FDI. By channeling capital through low tax jurisdictions and reimporting the 
capital back into India as FDI, taxes within India are circumvented. Although, for instance, 
India and Mauritius amended their double-taxation treaty in 2016, it was only effective as of 
2019 (Klasa, 2018). By implication, we believe that the effects of round-tripping yield 
contradicting results, with a positive correlation between Indian corporate tax levels and IFDI 
flows.  




One of the prominent societal issues in the contemporary global economy is the growing 
demographic dividend. Particularly within emerging markets, human development has become 
increasingly important as locational pull factors for knowledge-seeking foreign investors, due 
to the availability and quality of skilled labor at competitive labor and production costs (UNDP, 
2017). Prima facie, it may seem that a rising tide lifts all boats. Yet, increasing Gini coefficients, 
particularly amongst developing countries and even in India, indicate governmental omissions 
to sufficiently compensate for the declining demand for unskilled and labor-intensive activities 
(ADB, 2015).  
 India has continuously undertaken efforts to drive improvements in health, education 
and income since the economic liberalization in 1991, mainly to enhance its stock of human 
capital to transitioning into a competitive knowledge economy (ADB, 2015). Using the Human 
Development Index (HDI) as an indicator of human development, India’s HDI value has since 
leaped nearly 50 percent as of 2017 (UNDP, 2018, 2017; World Bank, 2018). Yet, its total score 
of 0.640 is still below the world’s average of 0.728 and even below the average of developing 
countries, which stood at 0.681 (UNDP, 2018). However, there are good grounds to believe 
that India’s efforts towards human development improvements could have a significant positive 
impact on investment decisions of foreign investors. 
 
THE DETERMINANTS OF INDIAN IFDI 
With this overview of the context specific indications of India, we next move to establish our 
expectations concerning the determinants of FDI, while operating in well-established literature. 
As such, our description of the logic of some hypotheses is brief given what we believe to be a 
general familiarity of many of the hypotheses in the extant literature. Our intent is to cover in 
our hypotheses well-known determinants, but also test those we believe are specific to the case 
of India in the first two decades of the 2000s, in a manner consistent with the reasoning in the 
previous section. To provide greater coherence to this list of hypotheses, we structure the 
discussion around what we call three investment motive envelopes. 
 
Investment Motives 
The theoretical foundation of MNE activity is international market failure and a firm’s 
consequent strategic motivation to invest in a foreign market (Meyer, 2015; Franco, 
Rentocchini & Marzetti, 2010). While the eclectic paradigm explains the why, how, and where 
of an MNE’s foreign activity (Cantwell, 2015; Dunning, 2003, 1993, 1988; Eden, 2003), it also 
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connects to Dunning’s framework of investment motives (market-, resource-, efficiency-, and 
strategic asset-seeking) (Cuervo-Cazurra & Narula, 2015; van Tulder, 2015; Dunning & 
Lundan, 2008). Investment motive theory helps to simplify the complex phenomena of MNEs’ 
location choices by offering an easy-to-grasp classification, which can then be complemented 
with spatial determinants (Pananond, 2015). As such, it helps us better understand the overall 
behavior of MNEs and patterns in FDI (Benito, 2015; Cuervo-Cazurra & Narula, 2015; 
Dunning, 2001). 
Yet, much like other theories of MNE activity, ideas on investment motives remain a 
point of debate (Wagner, 2020; Buckley & Casson, 2019). The theory is not always uniformly 
understood, with various alternative classifications circulating (Cuervo-Cazurra & Narula, 
2015). Indeed, the growing complexity of contemporary IB phenomena poses challenges to the 
explanation of present-day MNE activity (Pananond, 2015). Although the prominent four 
seeking motives are still operative, they might not necessarily be exhaustive in explaining this 
heterogeneous complexity (Cuervo-Cazurra & Narula, 2015). New or changed motives can 
extend from new dynamics in global markets, new forms of state policy, and the emergence of 
new types of actors from both developed and developing countries. MNEs increasingly invest 
into knowledge- and capital-intensive industries. And, innovative and technological progress 
further create new sectors, presenting new challenges to both the investing entity and the host 
country (Buckley, 2016; Kolk, 2016; Cuervo-Cazurra & Narula, 2015). As a result, we are 
confronted with incoherent interpretations and an inconsistent application of investment motive 
theory. For instance, when examining studies on Indian IFDI, we find that Pattayat (2016) 
follows the Eclectic Paradigm, yet does not expand on the investment motives, while Tripathi 
et al. (2015) apply the market-seeking motive. Zheng (2013), on the other hand, follows the 
investment development path theory and applies the market-, resource-, and efficiency-seeking 
motives.  
Broadening the perspective to the general IB debate, several scholars call for new 
motives and even new theories to explain new patterns of MNE activity (as further elaborated 
by Wagner, 2020; Buckley & Casson, 2019; Cuervo-Cazurra & Narula, 2015). Yet, the current 
debate often fails to take into account the normative intention of the eclectic paradigm, and 
consequently of the investment motive theory. As Cuervo-Cazurra and Narula (2015, p. 11) 
trenchantly point out, the purpose of the investment motives is “to be a guide to providing order 
to an increasingly complex universe”. Following Dunning (2001), we must therefore 
differentiate between the macro-level framework that offers a generic methodology to explain 
the process of MNE activity, and the application of the methodology within a specific context 
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(micro-level) (e.g., Wagner, 2020; Eden & Dai, 2010). If we generically discuss adding new 
theory on the micro-level, we run the risk of losing consistency and clarity (Buckley & Casson, 
2019). Instead, by approaching the theory on the macro-level, we can then translate the generic 
framework to the context-specificity of an empirical setting, incorporate new developments, 
derive meaningful proxies with regard to the respective location, industry, and type of (value) 
activity, and eventually facilitate the comparability of findings (Wagner, 2020; Benito, 2015). 
This means, by using a theoretical lens, we can simplify the large diaspora of existing motives 
into a conceptual and overarching framework (see Cuervo-Cazurra, Narula & Un, 2015). 
 Through our examination of FDI into India, we seek to better understand investment 
motives for FDI, while also better understand the context for the rise of inward FDI into India 
in the 2000s. We initiate our approach by following Wagner (2020), Cuervo-Cazurra and 
Narula (2015) and Cuervo-Cazurra, Narula and Un (2015) to develop conceptually driven 
envelopes of investment motives on the macro-level. Our consequent framework represents 
three scenarios of an MNE’s motivation to engage in FDI, namely to (1) exploit, (2) augment, 
or (3) protect its assets. The logic separates motives by their rationale to either generate 
additional profit, through exploiting existing resources or exploring new resources, or to protect 
or retain the MNE’s profit. These three scenarios of investment motives can be translated to the 
context-specificity of any empirical analysis. Within this proposed theoretically based 
classification, researchers can then establish their specific argument and integrate the motives 
for internationalization that suit the respective case. We will do so in the following, i.e., we will 
adapt each of the three investment motive envelopes to the case of India in the 2000s in a 
manner consistent with our previous section, and provide a theory-driven derivation of our 
hypotheses. 
 
Asset exploitation envelope 
Firms expand internationally to generate income from the exploitation of a preexisting set of 
resources and capabilities (Cuervo-Cazurra et al., 2015). For instance, market-seeking FDI is 
undertaken to obtain access to large or up-and-coming markets. According to Buckley et al. 
(2007), market-seeking investments might also support a firm’s trade intensity, facilitating 
exports from, and imports to, the host country. Resource-seeking FDI will occur when an 
investing firm seeks to access (natural) resources, which are either not readily available in the 
home market or can be obtained at much lower costs in the host market (Benito, 2015). 
Efficiency-seeking FDI follows the quest to improve the MNE’s overall cost efficiency. It is 
generally aimed at rationalizing the production processes to achieve economies of scale or 
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scope, thus also reducing the relative comparative disadvantages of the foreign market. Trade 
intensity also plays a major role in MNEs’ investment decisions. FDI can be undertaken to 
maintain and support exports and imports or facilitate trade activities within the host country 
(Cuervo-Cazurra & Narula, 2015).  
 
Market size  
A host country’s market size, as measured in GDP, is recognized as a significant determinant 
of FDI inflows (Boateng, Hua, Nisar & Wu, 2015; Zheng, 2013; Zhou et al., 2002). Dunning 
(1993) asserts that a primary motive for market-seeking investors is to utilize scale and scope 
economies and to pursue high revenue generation opportunities of large markets. Many studies 
point to a positive association between FDI and market size (Boateng et al., 2015; Uddin & 
Boateng, 2011). According to Buckley et al. (2007), rapidly growing economies present more 
profit generating opportunities for investors compared to economies with slow or no growth, 
thus inducing FDI flows. We therefore derive the following two hypotheses: 
 
Hypothesis 1a: Inward FDI into India is associated positively with the market growth rate 
of India. 
Hypothesis 1b: Inward FDI into India is associated positively with the market growth rate 
of India as compared to the home country. 
 
Natural resource endowments  
The exploitation of scarce (natural) resources has been amongst the main motives for FDI, 
especially for firms from countries with few resources. Despite the prevailing problems in 
India’s institutional framework that impede the exploitation of natural resources along with a 
general shrinking of the mining sector within recent years, India is still a resource-rich country 
(Sawe, 2019). Its major resources include natural gas, ores, various metals and rare earth 
elements. To cover the resource-seeking motive, we develop the hypothesis that a portion of 
investments into India target its natural resource endowments.  
 
Hypothesis 1c: Inward FDI into India is associated positively with the ratio of India’s 
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Labor productivity  
The level of a host country’s labor productivity will attract foreign investors who aim at 
increasing their operations’ efficiency. India has experienced strong positive labor productivity 
growth since 2000, outperforming benchmark countries such as the US. As such, efficiency-
seeking investments are likely to play an important role as an FDI determinant (ILO, 2019), 
which is reflected in Hypothesis 1d: 
 
Hypothesis 1d: Inward FDI into India is associated positively with the ratio of India’s labor 
productivity to the home country’s labor productivity. 
 
Infrastructure investments 
The extent of infrastructure investments should have a positive impact on FDI inflows, 
particularly from investors seeking to increase the time and cost efficiency of their operations. 
The quality of infrastructure is an important engine of local development (Gao, Wang & Che, 
2018; Dunning, 2000). We expect investments in infrastructure to reflect higher FDI flows: 
 
Hypothesis 1e: Inward FDI into India is associated positively with India’s annual total 
infrastructure investment spending.  
 
Asset augmentation envelope 
Firms also expand internationally to acquire and augment new income-generating resources 
and capabilities, thus improving competitiveness and sustaining long-term growth. Asset 
augmentation is often linked to the exploration of knowledge and acquisition of new 
technological assets within the host market through the search for R&D facilities, brand names 
or patents (Buckley et al. 2007; Dunning and Narula, 1995; Dunning, 1993). For instance, 
strategic asset-seeking FDI primarily captures a firm’s motive to explore knowledge in the 
form of technological, innovative, and managerial capabilities (Meyer, 2015). Advances in 
human development increase a country’s cumulative knowledge through better education and 
via investments that enable a sustainable societal development, through better health or 









Strategic asset-seeking FDI is targeted towards the augmentation of knowledge, by accessing a 
host country’s proprietary upstream and downstream capabilities (Anand & Delios, 2002). On 
a comparative basis, India lacks competitive intangible downstream capabilities (e.g., brands) 
(Mudambi et al., 2017), hence we focus on asset-seeking FDI directed towards India’s upstream 
capabilities, such as R&D activities. The number of patent grants reflects the degree of R&D 
activities, which we expect to be a critical factor for strategic asset-seeking FDI location 
choices. 
 




The human development motive is also geared towards the exploration of knowledge, as 
reflected by a more developed labor force. Our previous discussion suggests that where the 
level of human development is greater, the stock and quality of human capital is enhanced as 
societal metrics are increasingly factored in. These societal metrics create favorable conditions 
for people and their capabilities through fostering health, education, and income (UNDP, 2018). 
The Human Development Index (HDI) is widely used as an indicator of human development. 
Hypotheses 2b and 2c reflect the positive relationships between human development and FDI 
inflows: 
 
Hypothesis 2b: Inward FDI into India is associated positively with India’s HDI score.  
Hypothesis 2c: Inward FDI into India is associated positively with the ratio of India’s HDI 
score to the home country’s HDI score.  
 
Asset protection envelope 
Firms also expand internationally to protect existing assets from risks in their home country. 
Whereas the previous envelopes are concerned with generating additional profit, the asset 
protection envelope primarily focuses on retaining profit. Escape investments are based on 
moving away from restrictive legislations, institutional voids, high levels of taxation or tight 
environmental regulations as encountered in the home country (Dunning, 1993). Yet, host 
country institutional deficiencies may also deter foreign investors to invest. Furthermore, 
financial factors, such as volatile inflation rates in the home or in host countries might motivate 
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further investments from home countries or hamper investments into host countries, 
respectively. Unpredictable inflation exacerbates uncertainty in corporate planning (Buckley et 
al., 2007). 
 
Statutory corporate tax 
In general, a country’s tax levels are inversely associated with FDI inflows. However, taking 
into account the possible impact of round-tripping activities on the performance of FDI inflows 
may yield results contrary to conventional theory. As previously discussed, when it comes to 
India, investment round-tripping remains an issue. Based on contemporaneous findings (Dave, 
2019; Klasa, 2018), we expect that a certain portion of investments into India are round-tripping 
activities indicating a positive relationship between statutory corporate tax levels and FDI 
inflows.  
 
Hypothesis 3a: Inward FDI into India is associated positively with India’s statutory 
corporate tax levels.  
 
Governance quality 
A host country’s governance quality plays an important role in creating institutional and 
political conditions that attract foreign investors. Ceteris paribus, internalization theory predicts 
that advances in a country’s institutional, legal or regulatory fabric are generally associated with 
higher values of direct investments as opposed to arm’s length servicing modes, such as exports 
or licensing (Buckley et al., 2007). To cover this escape investment motive, we develop a 
hypothesis that a portion of investments into India target a positive trend in India’s governance 
quality. More so, we focus on a direct comparison between India and the respective home 
country. 
 
Hypothesis 3b: Inward FDI into India is associated positively with a higher governance 
quality in India compared to the home country. 
 
Policy Changes over Time 
Policy liberalization  
Our prior discussion on the context for FDI into India suggests that the launch of the MII 
initiative in 2014 has improved India’s investment environment. If indeed this has been the 
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case, it should be followed by an increase in FDI inflows. To test this idea, we explore levels 
of FDI flows prior to and after the institution of the MII initiative, with 2014 as the breakpoint. 
 
Hypothesis 4: The Make in India initiative had a positive impact on inward FDI into India 
 
MODEL ESTIMATION AND DATA SOURCE 
Sample 
We built our analysis on an exhaustive panel dataset, covering each of the 135 home countries 
reported as sources of Indian IFDI by the Secretariat of Industrial Assistance (SIA) Newsletters 
(DIPP, several years). This includes all 36 members of the Organisation for Economic Co-
operation and Development (OECD, 2019) as well as 99 non-OECD countries. The data used 
for our right-hand side variables are primarily collected from the World Bank, IMF, and the 
United Nations databases as further detailed in Table 1. We confined our study period to 18 
years (2000-2017). The final dataset used in our empirical analysis consists of a strongly 




Our dependent variable is the logged annual FDI equity inflows into India (lnFDI) as reported 
by the respective SIA Newsletters.  
 
Asset exploitation variables  
Since emerging markets, such as India, generally have lower GDP but excel with high GDP 
growth in the process of economic development, we use GDP growth (lnGDPG and GDPGD) 
instead of GDP or GDP per capita as the measure of market size. We use the ratio of India to 
home country fuel, ores and metal exports to total merchandise exports (lnNATRE) as the 
measure for natural resource endowments. As one of the two measures for the efficiency-
seeking motives, labor productivity is measured in annual GDP per person employed 
(lnLABOR). As the second measure for efficiency-seeking motives, we use Indian annual total 
infrastructure investments with private participation, which includes investments in transport, 
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Asset augmentation variables 
We measure the strategic asset-seeking motive by the number of annual patent grants in India 
(lnPATENT). We measure India’s human development by its annual Human Development 
Index (lnHDI and HDI) ratio (UNDP, 2018).  
 
Asset protection variables 
We use India’s statutory corporate tax as our measure of the first escape investment motive 
(lnCORPTAX). It includes the ratio of both domestic and foreign corporate tax levels. We use 
governance quality as the measure for India’s institutional framework (GOVQUAL), our second 
escape investment motive. Here, we draw upon the World Bank’s Worldwide Governance 
Indicators (WGI), which evaluate the quality of a country’s governance based on the six 
governance dimensions.  
 
Indicator and control variables  
We capture the effects of MII by introducing a time dummy which equals 1 for the year 2014 
and 0 otherwise, reflecting our policy liberalization variable (PLD14). IB theory predicts that a 
country’s inflation rate affects market-seeking FDI. A high or volatile inflation rate is 
anticipated to have a negative effect on market-seeking FDI. Furthermore, although high 
inflation rates are sometimes considered to boost domestic economic growth, they often entail 
a currency devaluation. This may hamper the earnings of foreign investors, particularly for 
market-seeking investments and export-oriented MNEs. Therefore, we incorporate inflation 
rate as a control variable under the asset protection envelope (lnINFL). Exports from India to 
the home country constitute the first measure for trade intensity. We expect a positive 
relationship between exports from India to the home country and FDI inflows from the home 
country to India. We incorporate this as control variable under the asset exploitation envelope 
(lnEXPO). Imports to India from the home country capture the second measure for trade 
intensity. Here, too, we expect a positive relationship between imports and IFDI. We 
incorporate this as control variable under the asset exploitation envelope (lnIMPO).  
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Method and Modeling 
Following our theoretical discussion, we expect non-linearities in the relationships amongst the 
variables (Buckley et al. 2007). Consequently, we utilized two log-linear models (Model 1 and 
Model 2). The twofold utilization accounts for both sub-hypotheses for market size (Hypothesis 
1a and b) and human development (Hypothesis 3a and b), respectively.  
 
While operating in established literature, we test the suitability of three statistical models to 
estimate our panel datasets: pooled ordinary least squares (POLS), random effects (RE), and 
fixed effects (FE). Since our models (Model 1 and Model 2) include a time dummy variable, 
FE is not employed. We conducted a Breusch and Pagan Lagrangian multiplier (LM) test to 
identify whether POLS or RE equips us with the appropriate model. The LM test values for 
both models indicate that there are significant differences across the home countries’ FDI flows 
(i.e. panel effects), hence indicating in favor of the RE Generalized Least Squares (GLS). The 
Breusch-Pagan / Cook-Weisberg test for homoscedasticity of the error term yielded a p-value 
indistinguishable from zero, indicating that heteroscedasticity may be an issue. To control for 
heteroscedasticity within our RE GLS model, we therefore use robust standard errors (Stock & 
Watson, 2014). Moreover, we tested our models for multicollinearity. The respective variance 
inflation factor (VIF) test and correlation matrix results corroborate that there are no major 
issues with the data in both models, thus not warranting corrective measures (Table 2).  
 
- INSERT TABLE 2 HERE - 
 
Regression 1.1 displays the econometric results of our basic regressions for Model 1 and Model 
2, drawing upon the full dataset. In order to account for the idiosyncrasies of India’s investment 
environment and the effects of its policy stimuli, we adapt regression 1.1 accordingly. 
Regressions 1.2 extends the specifications of 1.1 for both models, by including interaction terms 
to investigate the impact of the MII initiative on institutional and productivity aspects of India. 
Following similar previous studies (Zheng, 2013; Buckley et al. 2007), we further investigate 
heterogeneity within the data by employing a structural break model. Regressions 1.3 and 1.4 
divide the study period into two phases (2000-2013 and 2014-2017) to examine potential 
changes throughout all variables, induced by the MII initiative. Regressions 1.1 to 1.4 constitute 
our main results, presented in Table 3.  
Next, regressions 1.5 through 1.8 analyze subsets of our full dataset, thus representing 
our supplementary results (Table 4). Regressions 1.5 and 1.6 distinguish between FDI inflows 
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from developed (OECD) and developing (non-OECD) home countries, whereas regressions 1.7 
and 1.8 analyze geographic distance effects.  
 
- INSERT TABLE 3 HERE - 
 
MAIN RESULTS: IFDI DEVELOPMENT AND TIME-DEPENDENT CHANGES 
Regression 1.1: General IFDI development 
The results suggest that Indian IFDI is shaped mainly by asset augmentation motives, indicating 
India’s continuous transition towards a knowledge economy. This means, foreign investors 
view India as a locational source to generate additional income despite its rather unfavorable 
institutional environment. But, India is not considered a safe haven to retain or protect investor’s 
assets from home country jeopardies. Its institutional inefficiencies may yet facilitate foreign 
investors to bypass legal or regulatory restrictions when entering the Indian market.  
 
Model 1: Asset exploitation envelope 
Amongst the predictor variables we examined for Model 1, we find no evidence for asset 
exploiting motives (Hypotheses 1a, 1c, 1d, 1e). The coefficient estimates for the market growth 
(lnGDPG) (p=0.463; CI=[-0.556, 0.253]), natural resource endowments (lnNATRE) (p=0.605; 
CI=[-0.183, 0.314]), labor productivity (lnLABOR) (p=0.255; CI=[-1.018, 0.270]), and 
infrastructure investments (INFRA) (p=0.514; CI=[-0.001, 0.001]) variables all had high levels 
of variance, which led to high p-values. We also find no support for Hypothesis 4, i.e. a positive 
effect of the Make in India initiative (PLD14) on Indian FDI inflows (p=0.911; CI=[-0.337, 
0.300]). 
 
Model 1: Asset augmentation envelope 
The results for Model 1 underline the key role of knowledge and innovation as locational pull 
factors for foreign investors in augmenting proprietary ownership advantages in India. Both the 
increase in annual patent grants (lnPATENT) (β=0.247; p=0.026; CI=[0.029, 0.465]) as well as 
improvements in the human development (lnHDI) (β=8.785; p=0.000; CI=[4.034, 13.537]) 
have a positive influence on Indian IFDI, supporting Hypotheses 2a and 2b. This means, a 1% 
rise in strategic asset-seeking investments (lnPATENT) increases FDI inflows by 0.25%. More 
striking though is that a 1% rise in investments geared towards human development (lnHDI) 
increases IFDI by almost 8.8%. Two implications can be drawn thereof.  
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First, asset augmenting investments could indicate investors’ strong focus on 
cooperative entry modes. Our results corroborate previous studies (e.g. Mudambi et al., 2017), 
which highlight the propensity of successful investors to partner with Indian network 
orchestrators or alliance partners to localize quickly and to facilitate a thorough market 
penetration. In either case, the motivation for investors was to create relational assets and 
facilitate innovatory as well as long-term growth by accessing both a local partner’s intellectual 
and human capital (Pak & Park, 2005; Dunning, 2000; Banerji & Sambharya, 1996). On the 
one hand, India’s diaspora has primarily diversified within knowledge-intensive industries, 
such as information technology, biotechnology and pharmaceuticals or the growing automotive 
industry, developing advanced proprietary technology (as measured by patent grants) (Huang 
& Khanna, 2003). On the other hand, India has a rising demographic dividend together with a 
skilled labor surplus (as measured by human development). India’s growing talent base is also 
underpinned by a continuous increase in employment of advanced degree holders since 2000 
(ILO, 2019).  
Second, owing to the continuous liberalization of India’s investment environment, the 
significance of asset augmenting investments could also indicate investors’ focus on leveraging 
India’s intellectual and human capital through greenfield (or brownfield) investments and 
acquisitions. In contrast to cooperative entry modes, investors can possess full ownership of 
their operations, yet cannot draw upon established competitive advantages of a strategic partner. 
However, the results need to be put into context. Despite its general transition towards a 
knowledge economy, we should not expect India to compete against the leading technology 
countries, such as Germany, Finland, the United States or Japan, per se. Yet, India’s talent base 
comes with, amongst others, competitive labor costs (Zheng, 2013).  
 
Model 1: Asset protection envelope 
Another unconventional finding is that governance quality (GOVQUAL) (β=-1.619; p=0.000; 
CI=[-2.179, -1.059]) has a negative effect on IFDI with low standard error, which is against 
expectation. Thus, we find no evidence to support Hypothesis 3b. Indeed, this rather unusual 
finding runs against received theory and therefore requires discussion. Investors still seem to 
perceive India’s institutional framework as underperforming. Yet, FDI inflows have been 
steadily increasing. There are several reasons for this seeming inconsistency. First, our results 
indicate the importance of asset augmenting motives. Based on received theory, investors 
following asset augmentation motives are aiming at long-term investments and sustainable 
growth. Other than investors seeking to exploit existing assets within a safer environment, they 
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may be rather concerned with the (future) potential of the market, concomitant with an early 
settlement, instead of being concerned with the current inefficiencies. Second, when looking 
more closely at the dimensions of the WGI for India, which measure governance quality, control 
of corruption has been driving the overall valuation for the last decade. Overall, the literature 
agrees on the negative effects of corruption on FDI inflows, which depicts a potential pitfall 
and added costs for operations as well as increased risks (Canare, 2017). Yet, Egger & Winner 
(2005) find a positive association between corruption and FDI, since its practice circumvents 
legal, regulatory and administrative restrictions, particularly in low-income economies such as 
India. The negative relation between governance quality and FDI inflows may suggest that 
political instabilities, government ineffectiveness, higher levels of corruption or regulatory 
flaws are utilized by foreign investors (or domestic strategic partners) to bypass India’s 
restrictive institutional setting. In order to shed more light on the issue, we ran a new model by 
including corruption data on India from the Corruption Perception Index (Transparency 
International, 2018) in lieu of the governance quality variable. However, we find no statistical 
evidence to support the claim that higher levels of corruption increase IFDI flows. Nevertheless, 
our results suggest that market imperfections still play a major role in the nexus between 
decreasing governance quality and increasing FDI flows. Furthermore, contrary to expectation, 
we find no support for Hypothesis 3a (lnCORPTAX) (p=0.277; CI=[-3.103, 10.814]). Model 1 
provides no evidence that increasing corporate tax may promote FDI inflows, as a test for the 
existence of round-tripping. 
 
Model 1: Control variables 
We find that the coefficient estimate for inflation rate (lnINFL) is positive (β=0.714, p=0.002; 
CI=[0.272, 1.155]). A 1% increase in India’s inflation rate is associated with an increase in 
IFDI of 0.71%. Although this outcome is in contrast to expectations, it seems to be related to 
our discussion regarding asset augmenting investments. This would indeed be reasonable on 
the assumption that the focus is on long-term investment goals and, thus, investors would 
tolerate current or short-term unfavorable economic indicators. Moreover, the coefficient for 
exports (lnEXPO) has a p-value indistinguishable from zero and is positively signed (β=0.448; 
p=0.000; CI=[0.197, 0.698]), indicating that a 1% increase in exports from India is associated 
with a 0.45% increase in Indian FDI inflows. Last, our imports variable (lnIMPO), albeit 
positive, does not provide enough evidence to comfortably justify a positive impact on IFDI 
(β=0.132; p=0.076; CI=[-0.014, 0.277]). 
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Model 2: Asset exploitation envelope 
The results of Model 2 for regression 1.1 paint a more diversified picture. Here, we focus more 
on a country-to-country contrast, by substituting Indian market size and human development 
with the India-to-home country comparison of market size (Hypothesis 1b) and of human 
development (Hypothesis 2c) equivalents. Contrasting to Model 1, the results indicate that India 
seems to attract asset exploiting FDI in the form of market-seeking as well as efficiency-seeking 
investments. We find market size (GDPGD) to be signed in a manner that supports Hypothesis 
1b (β=0.0489; p=0.001; CI=[0.020, 0.077]). India seems to attract investments from countries 
with significantly lower GDP growth rates. This is generally an indicator for countries with 
higher per capita income, albeit some economically less developed countries having negative 
GDP growth rates. Infrastructure investments (INFRA) has a negative effect on FDI inflows 
(β=-0.00115; p=0.010; CI=[-0.002,0-0.000]). The result, however, runs against our 
expectations (Hypothesis 1e). The low p-value and the low level of standard error suggest that 
decreasing infrastructure investments increase Indian IFDI. Indeed, an ailing infrastructure is 
still considered as one of the main disadvantages of the Indian market by foreign investors. 
Increased investments to boost Indian infrastructure have only been made within the last years 
and therefore deserve a more nuanced analysis (see regressions 1.3 and 1.4).  
 
Model 2: Asset augmentation envelope  
Similar to Model 1, investments targeted at augmenting proprietary ownership advantages have 
a positive coefficient estimate (lnPATENT) (β=0.384; p=0.001; CI=[0.167, 0.602]). Yet, 
contrary to Model 1, we find no evidence to support Hypothesis 2c, which uses the human 
development (HDID) measure (p=0.814; CI=[-5.061, 6.441]). However, the results of Model 2 
provide enough evidence to support the importance of the asset augmentation envelope for 
Indian IFDI. 
 
Model 2: Asset protection envelope 
Mirroring the results of Model 1, we find no evidence to support Hypothesis 3b, given the 
estimated negative relationship between governance quality (GOVQUAL) and FDI inflows (β=-
2.021; p=0.000; CI=[-2.604, -1.438]). Here, again, we ran a new model to test the specific 
association between corruption and FDI inflows. But, we find no support for Egger and 
Winner’s (2005) claim that higher levels of corruption facilitate investors to circumvent India’s 
restrictive institutional setting, resulting in an increase in FDI inflows.  
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Model 2: Control variables 
Both trade variables, exports (lnEXPO) (β=0.541, p=0.000; CI=[0.278, 0.804]) and imports 
(lnIMPO) (β=0.181; p=0.014; CI=[0.037, 0.326]), have a positive influence on Indian FDI 
inflows, as projected. Here, trade intensity is seen as antecedent activity to internalizing the 
strategic activities through FDI. By contrast, the inflation rate (lnINFL) coefficient is signed 
against expectations (p=0.708; CI=[-0.340, 0.501]).  
 
Regressions 1.2-1.4: Time-dependent changes 
We proceed by placing more emphasis on the possible repercussions of an exogenous policy 
event on Indian FDI inflows, namely the implementation of the MII initiative in 2014. We also 
pursue the question of whether IFDI patterns changed over time. Indeed, our results point to 
several dynamics within the data. On the one hand, we can observe associations between the 
MII initiative and both labor productivity and governance quality. On the other hand, the results 
suggest that changes in spatial determinants apply over time, indicating a shift within the asset 
exploitation envelope. Surprisingly, contrary to previous results, asset augmentation motives 
could not be found when comparing the pre- and post-MII periods.  
 
Regression 1.2: Interaction effects of the exogenous policy event 
At first, we extend the additive models of regression 1.1 by building interaction models 
corresponding to the MII initiative’s key focus areas: institutional environment, labor and 
infrastructure. Accordingly, in a pre-test we included interaction terms for governance quality, 
patent grants, labor productivity, and infrastructure investments. However, results on patent 
grants and infrastructure investments were omitted due to collinearity within both Model 1 and 
Model 2. We adapted the regression accordingly. Regression 1.2 now focuses primarily on the 
moderating effect of the MII initiative on both labor productivity (lnLABOR) and governance 
quality (GOVQUAL) in predicting FDI inflows. In other words, we followed the question 
whether labor productivity and governance quality have an observable empirical effect on 
Indian IFDI after the MII initiative was launched 
We find evidence to support that the launch of the MII initiative interacts with labor 
productivity in Model 1, and labor productivity as well as governance quality in Model 2, to 
influence levels of IFDI. However, the coefficient estimate for the interaction between PLD14 
and lnLABOR is, against expectations, negatively signed in both models (Model 1: β=-0.740; 
p=0.015; CI=[-1.337, -0.144]; Model 2: β=-0.840; p=0.006; CI=[-1.445, -0.236]). This 
indicates that MII has a negative effect on labor productivity in increasing Indian FDI inflows. 
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In this context, we dissect the labor productivity variable. We measure lnLABOR as the ratio of 
India-to-home country labor productivity, in terms of GDP per person employed. This means 
decreasing lnLABOR does not necessarily imply an actual decrease in Indian labor productivity, 
but a slower increase in labor productivity as compared to the respective home country. Our 
interpretation is that the labor law reforms on job creation opportunities, introduced in the 
course of MII, did not initiate a surge in relative labor productivity. In fact, labor productivity 
is still lagging behind (CEIC, 2018). In sum, we do not find this result completely unforeseen. 
Rather, it emphasizes the still prevailing less efficient structures within India’s macro-economic 
environment, which the MII initiative aims to remedy. On the contrary, though, our results show 
a positive interaction between the policy liberalization variable (PLD14) and governance 
quality (GOVQUAL) in Model 2 (β=0.524; p=0.041; CI=[0.022, 1.025]). MII’s reform agenda 
on an institutional level seems to bear fruits. Improved governance quality could also support 
the market-seeking motive, which is positive in Model 2. Otherwise, we find that both models 
generally mirror the results from regression 1.1.  
 
Regressions 1.3 and 1.4: Dynamic patterns over time 
As a next step in further examining the exogenous impact of the MII initiative on the Indian 
investment environment, we employ a structural break model by dividing our data into two time 
periods. The pre-MII period covers the years 2000-2013 (regression 1.3), whereas the post-MII 
period covers the years 2014-2017 (regression 1.4). The results suggest that different spatial 
determinants triggered FDI inflows over time, indicating dynamic patterns within Indian IFDI. 
However, since the latter period only covers four years, we experienced issues with regression 
1.4 due to the relatively small sample size. This means, lnCORPTAX, lnHDI and lnINFL were 
omitted in Model 1 due to collinearity, whereas lnINFL was omitted in Model 2.  
While the findings for Model 1 are consistent with the earlier theoretical discussion that 
MII has provided various stimuli to boost India’s investment environment, they partially 
contradict the results of our basic regression 1.1. The results do indeed underline the negative 
effect of governance quality (GOVQUAL) on IFDI throughout both time periods (2000-2013: 
β=-1.679; p=0.000; CI=[-2.194, -1.163]; 2014-2017: β-1.516; p=0.000; CI=[-2.127, -0.904]). 
However, the results also indicate a shift from escape investment motivations in the pre-MII 
period to efficiency-seeking investments in the post-MII period, neglecting the previous 
concentration on long-term oriented, asset augmentation investments. Admittedly, this may also 
be due to the data issues within the post-MII phase. Still, the findings reinforce the interactive 
model of regression 1.2 regarding the negative impact of labor productivity (lnLABOR) in the 
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post-MII period (β=-0.936; p=0.001; CI=[-1.488, -0.384]). In contrast, we find that 
infrastructure investments (lnINFRA) is a crucial determinant of Indian FDI inflows in the post-
MII period (β=0.0262; p=0.007; CI=[0.007, 0.045]), which corroborates the positive impact of 
targeted policy stimuli of MII.  
Unlike Model 1, Model 2 provides limited findings. We find that market growth 
(lnGDPG) is an important determinant of investment flows into India in the pre-MII period 
(β=0.0309; p=0.034; CI=[0.002, 0.060]). Inflation rate (lnINFL) is, against our expectation, 
positively signed in the pre-MII period (β=1.281; p=0.000; CI=[0.684, 1.877]). Arguably, 
increasing inflation rates in the pre-MII period could very well have a positive impact on IFDI, 
since high inflation rates can boost economic growth. Economic growth, in turn, is the basis for 
market-seeking investments, thus corroborating our above findings. This triumvirate may be an 
initial stimulus for India’s increase in FDI within the earlier phase of economic liberalization. 
 
SUPPLEMENTARY RESULTS: HOST COUNTRY LEVEL OF DEVELOPMENT AND 
GEOGRAPHIC PROXIMITY 
We further test for dynamic patterns within two scenarios by using subsets of our full dataset. 
First, we investigate the differences in FDI patterns among investors from developed and 
developing countries. Second, we shift focus towards identifying geographic proximity effects. 
These approaches follow Ozawa (1992) and Dunning (1988) who argue that investment 
motives vary according to the economic development of a firm’s home country, whereas several 
studies identify an incremental increase in FDI that is linked to the geographic distance between 
home and host country (e.g. Chakrabarti, 2003). Table 4 presents the results of regressions 1.5 
to 1.8. 
 
- INSERT TABLE 4 HERE - 
 
Regressions 1.5 and 1.6: Economic development of host country 
The institutional environment along with the level of economic development exert a substantive 
impact on the investment decision of companies (Dunning, 1988). We test this point by dividing 
our data into two subsamples covering investments from developed (OECD) and developing 
(non-OECD) countries, presented in regressions 1.5 and 1.6. Although the literature generally 
suggests that FDI from developed into developing countries, such as India, tends to focus on 
asset exploiting motives, while FDI from developing countries is more directed towards asset 
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augmenting and asset protecting motives (e.g. Zheng, 2013), our results are only partially 
supportive. 
In Model 1, we find that asset protection and asset augmentation motives are important 
predictors for investments from both OECD and non-OECD countries. But only corporate tax 
(lnCORPTAX) (OECD: β=8.175; p=0.022; CI=[1.174, 15.175]) and human development 
(lnHDI) (OECD: β=12.15; p=0.003; CI=[4.104, 20.192]; non-OECD: β=7.466; p=0.039; 
CI=[0.379, 14.552]) are signed as expected. While the results for human development are not 
surprising, the positive effect of corporate tax on IFDI is indeed a legitimate subject for debate. 
Previously, we have hypothesized that tax increases along with rising FDI inflows may be a 
sign for round-tripping activities. Although round-tripping havens, such as Mauritius, 
Singapore or Cyprus, belong to the non-OECD group, countries such as the Netherlands, Spain, 
France, Switzerland or Luxembourg increasingly offer beneficial tax regimes. Several studies 
(e.g. Jaiswal, 2017; Sinha & Srivastava, 2013) identify those countries as rising OFTH. 
Furthermore, given that none of the main asset exploitation motives are identified as robust 
determinants, we have reason to believe that our results provide an indication for the existence 
of round-tripping. For non-OECD countries, our findings are generally in line with the 
established IB literature. We find both asset augmenting motives to be significant determinants 
for Indian FDI inflows from developing countries. Focusing on the control variables, p-values 
indistinguishable from zero in both models indicate that imports (lnIMPO) constitute a 
determinant for investments from OECD countries. This implies that developed countries 
generally export to India before internalizing the market by means of FDI. Furthermore, an 
increasing inflation rate (lnINFL) in Model 1 is associated with rising IFDI into India. Exports 
(lnEXPO), on the other hand, are identified an important determinant for investments from non-
OECD countries in both models. Meanwhile, the results in Model 2 for developing countries 
suggest that both market-seeking (GDPGD) and strategic asset-seeking (lnPATENT) 
investments drive FDI inflows.  
 
Regressions 1.7 and 1.8: Geographic distance of host country 
Last, we test the impact of geographic distance between India and the home countries on the 
propensity of firms to invest. Our subsamples constitute of near- and far-countries, which are 
presented in regressions 1.7 and 1.8. Our results show that the patterns of Indian IFDI for both 
scenarios are qualitatively similar, indicating a rather uniform distribution amongst all three 
investment motive envelopes. Yet, we can observe notable differences within the asset 
augmentation envelope with respect to the geographic proximity of home countries. Investors 
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from spatially more distant countries tend to acquire strategic intellectual capital assets 
(lnPATENT) – an indicator for long-term investment goals (Model 1: β=0.323; p=0.013; 
CI=[0.069, 0.577]; Model 2: β=0.413; p=0.002; CI=[0.152, 0.674]). Moreover, several studies 
identify an incremental increase in FDI that is linked to distance effects, since a shorter distance 
between home and host country implies lower transport costs. By implication, rising transport 
costs may discourage trade intensity and efficiency-seeking FDI, yet have a lesser impact on 
market-, resource-, and strategic asset-seeking as well as escape investments (Chakrabarti, 
2003). However, we find rather idiosyncratic results regarding trade intensity FDI. In fact, 
increases in both exports (lnEXPO) (Model 1: β=0.286; p=0.037; CI=[0.017, 0.554]; Model 2: 
β=0.365; p=0.010; CI=[0.086, 0.643]) and imports (lnIMPO) (Model 1: β=0.170; p=0.050; 
CI=[0.000, 0.340]; Model 2: β=0.211; p=0.008; CI=[0.054, 0.367]) between spatially more 
distant home countries and India are positively associated with increases in investments within 
both models. It seems that India’s trade openness plays a vital role for investors from countries 
with a greater geographical distance. For instance, Mudambi et al. (2017) underline the 
propensity of foreign investors to enter India with imported goods. This long-term strategy is 
geared towards achieving local sales that justify further market penetration or localization and, 
thus, underpins the asset augmentation motives of investors from spatially distant home 
countries. Particularly India’s transition towards a knowledge economy and low-cost service 
and manufacturing hub, which is strategically located in the Asia-Africa-Middle East triangle, 
may further reduce costs for foreign investors to a degree that would justify local production. 
 
DISCUSSION 
Asset exploitation envelope  
Against expectation and received theory, asset exploitation motives do not emerge as a 
consistent influence in Indian IFDI. Whereas we find no evidence for resource-seeking 
investments, conventional market-seeking FDI tends to occur under certain circumstances. 
Foreign investors are attracted by India’s market size only if India’s market growth outpaces 
that of the respective home country. We find similar results within our subsamples for investors 
from developing countries. At this, the geographic proximity draws no distinction. Moreover, 
when incorporating time dependencies, the results suggest that India’s market size attracted 
foreign investors before the implementation of the MII initiative, yet not within the post-MII 
period. India’s continuous transition towards a knowledge economy has changed how investors 
perceive the Indian market and market potential. On the one hand, India’s lower-to-middle 
income market along with increasing domestic competition impels foreign firms to achieve 
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local sales that justify servicing the Indian market from within the country and without local 
strategic partners (Mudambi et al., 2017). On the other hand, India’s development into an 
advanced and low-cost service and manufacturing hub drives investors to export back to the 
home country. Furthermore, foreign investors still seem to be deterred by India’s stunted basic 
infrastructure. However, due to rising infrastructure expenditures in recent years, we find that 
efficiency-seeking investments become increasingly important as determinants of IFDI within 
the post-MII period. Arguably, the infrastructure investments hypothesis warrants further 
investigation in the near future. 
 
Asset augmentation envelope  
Asset augmentation motives are found to be important pull factors of IFDI throughout the 
scenarios. The augmentation of knowledge embedded within technological assets or human 
capital as new, proprietary ownership advantages of investors are likely based on India’s 
persistent liberalization efforts. Both the significance of strategic asset-seeking and human 
development motives underline the primary focus of foreign investors on innovation-led and 
long-term investments. First, India’s vast talent base along with competitive labor costs, its 
diversification within knowledge-intensive industries as well as its strategically important 
location in the Asia-Africa-Middle East triangle all provide sustainable incentives for investors 
in lieu of other emerging markets. Second, when considering the anomalous indication that an 
increasing inflation rate is associated with an increase of Indian IFDI – a behavior that deviates 
from the general (short-term) profit maximization principle of private sector firms – it stands 
to reason that investors tolerate initial unfavorable macro-economic conditions in favor of long-
term investment goals. Viewed together, these findings further support the significance of asset 
augmentation investments. 
 
Asset protection envelope 
Our results suggest that persistent market imperfections still play a central role in shaping Indian 
IFDI. One of the more unexpected findings – that foreign investors are not deterred by 
decreasing governance quality – suggests that institutional inefficiencies may provide means to 
bypass legal and regulatory restrictions. At this, however, we find no statistical evidence to 
support the role of corruption as a facilitator for IFDI. Other factors must therefore be at play, 
which warrants further investigation. In general, India’s institutional environment is still 
subpar, despite improvements through the continuous policy liberalization. Moreover, other 
than expected, our results yield no evidence for the existence of round-tripping. However, we 
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find a positive nexus between increasing corporate taxes and IFDI from OECD countries. 
Following the emerging literature on OFTH from developed countries (Jaiswal, 2017; Sinha & 
Srivastava, 2013), this might be an initial indicator for round-tripping activities, yet this 
statement is in need of further scrutiny. 
 
Future research  
Our study provides implications for the general understanding of investments into emerging 
markets and India specifically. Several avenues for further research can be derived thereof. 
First, the results demonstrate, in parts, the effectiveness of policy liberalization efforts within 
emerging markets in attracting IFDI. Especially for the BRICS states (Brazil, Russia, India, 
China and South Africa), the transition towards a knowledge economy is promising. Future 
studies may wish to compare successful liberalization policies of the tiger economies (South 
Korea, Taiwan, Singapore and Hong Kong), particularly with respect to societal, institutional 
and infrastructure development, and deduce potential actions for India, or emerging markets in 
general. Second, investigating the post-MII period regarding the effects of infrastructure 
investments, the role of the government-led visible hand in facilitating economic and 
governance efficiency, resulting changes in India’s income segments and the role of local 
network orchestrators or alliances on IFDI patterns seems worthwhile.  
 
CONCLUSION 
This paper models Indian inward FDI patterns between 2000 and 2017. It extends previous 
studies by building upon an exhaustive dataset that covers all 135 home countries reported as 
sources of investment and factoring in recent phenomena. Our motivation is to advance the 
rather narrow literature on the determinants of FDI to post-millennial India and hereby provide 
a theory-driven and contextualized depiction of the empirical setting. We develop a theoretical 
framework that incorporates both received theory as well as idiosyncrasies of India’s macro- 
and socio-economic environment, enabling us to deduce a set of both conventional and novel 
hypotheses. We proceed to test the hypotheses across multiple scenarios, by drawing upon the 
full dataset as well as subsets thereof. This allows us to analyze heterogeneity and dynamic 
patterns within Indian IFDI that approach time-dependent aspects as well as the home country 
level of development and geographic proximity.  
 
We found that India’s continuous endeavors towards transitioning into a knowledge economy 
primarily attract asset augmenting FDI. In stark contrast to short-term profit maximization 
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principles, investors seem to target long-term investments and sustainable growth. Moreover, 
despite the prevailing institutional and infrastructural deficiencies, the implementation of the 
MII initiative has positive effects on India’s investment environment. Interestingly though, 
foreign investors still seem to utilize these deficiencies by bypassing legal or regulatory 
restrictions in order to penetrate the market. Although India’s domestic market still lacks 
attractiveness, investing into India allows a strategic positioning within the Asia-Africa-Middle 
East triangle and along the Belt and Road Initiative. Foreign investors seem to view with 
optimism the continuing liberalization efforts and the MII decision, suggesting these stimuli 
have been effective in stimulating IFDI.  
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Table 2 Variance inflation factor test and correlation matrix 
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Model 1 Model 2 
 
Model 1 Model 2 
 
Model 1 Model 2 
 
Model 1 Model 2 
Market size:   -0.151      -0.145     0.0813     1.777   
lnGDPG   (0.206)     (0.205)     (0.231)     (2.157)   
  [0.463]   [0.479]   [0.725]   [0.410]  
Market size:    0.0489     0.0486     0.0309     0.0316 
GDPGD     (0.014)     (0.014)     (0.015)     (0.036) 
   [0.001]   [0.001]   [0.034]   [0.379] 
Natural resource endowments:   0.0655 0.0326   0.0645 0.0327   0.110 0.105   0.254 0.256 
lnNATRE   (0.127) (0.110)   (0.126) (0.110)   (0.144) (0.139)   (0.138) (0.140) 
  [0.605] [0.768]  [0.610] [0.768]  [0.445] [0.453]  [0.065] [0.068] 
Labor productivity:   -0.374 0.227   -0.332 0.244   -0.282 -0.308   -0.936 -1.076 
lnLABOR   (0.329) (0.357)   (0.327) (0.358)   (0.285) (0.349)   (0.282) (0.603) 
  [0.255] [0.524]  [0.310] [0.495]  [0.322] [0.377]  [0.001] [0.074] 
Infrastructure investments:   0.000329 -0.00115   0.000322 -0.00112   -0.00034 -0.00055   0.0262 0.0209 
INFRA   (0.001) (0.000)   (0.001) (0.000)   (0.001) (0.000)   (0.010) (0.012) 
  [0.514] [0.010]  [0.523] [0.012]  [0.557] [0.201]  [0.007] [0.094] 
Patent grants:   0.247 0.384   0.249 0.383   0.123 0.134   -1.078 -1.228 
lnPATENT   (0.111) (0.111)   (0.111) (0.111)   (0.118) (0.111)   (0.753) (0.666) 
  [0.026] [0.001]  [0.025] [0.001]  [0.298] [0.225]  [0.152] [0.065] 
Human development:   8.785     8.583     0.402     omitted   
lnHDI   (2.242)     (2.429)     (3.624)         
  [0.000]   [0.000]   [0.912]     
Human development:     0.690     0.821     0.322     1.615 
HDID     (2.934)     (2.936)     (2.527)     (6.033) 
   [0.814]   [0.780]   [0.899]   [0.789] 
Corporate tax:   3.855 -5.548   3.806 -5.376   -1.145 -2.279   omitted 9.951 
lnCORPTAX   (3.550) (2.940)   (3.548) (2.953)   (3.974) (2.996)     (12.885) 
  [0.277] [0.059]  [0.284] [0.069]  [0.773] [0.447]   [0.440] 
Governance quality:   -1.619 -2.021   -1.660 -2.064   -1.679 -1.663   -1.516 -1.589 
GOVQUAL   (0.286) (0.297)   (0.281) (0.292)   (0.263) (0.284)   (0.312) (0.484) 
  [0.000] [0.000]  [0.000] [0.000]  [0.000] [0.000]  [0.000] [0.001] 
Policy liberalization:   -0.0181 0.0224   -0.630 -0.664             
PLD14   (0.163) (0.167)   (0.350) (0.356)             
  [0.911] [0.893]  [0.072] [0.062]       
Inflation rate:   0.714 0.0805   0.709 0.0920   1.386 1.281   omitted omitted 
lnINFL   (0.225) (0.214)   (0.225) (0.215)   (0.291) (0.304)       
  [0.002] [0.708]  [0.002] [0.669]  [0.000] [0.000]    
Exports:   0.448 0.541   0.454 0.546   0.493 0.486   0.696 0.732 
lnEXPO   (0.128) (0.134)   (0.128) (0.135)   (0.147) (0.148)   (0.176) (0.179) 
  [0.000] [0.000]  [0.000] [0.000]  [0.001] [0.001]  [0.000] [0.000] 
Imports:   0.132 0.181   0.130 0.177   0.111 0.114   0.0858 0.0669 
lnIMPO   (0.074) (0.074)   (0.074) (0.074)   (0.083) (0.083)   (0.148) (0.154) 
  [0.076] [0.014]  [0.082] [0.017]  [0.184] [0.166]  [0.562] [0.664] 
Interaction term 1:         -0.740 -0.840             
PLD14 x lnLABOR         (0.304) (0.308)             
     [0.015] [0.006]       
Interaction term 2:         0.448 0.524             
PLD14 x GOVQUAL         (0.262) (0.256)             
     [0.088] [0.041]       
                          
Adjusted R2   0.5150 0.5116   0.5159 0.5131   0.5118 0.5143   0.5307 0.5344 
No. of observations   1,075 1,075   1,075 1,075   772 772   303 303 
             
Notes:      Robust Standard Errors are in parentheses 
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Model 1 Model 2 
 
Model 1 Model 2 
 
Model 1 Model 2 
 
Model 1 Model 2 
Market size:   -0.409     -0.0837     -0.279     -0.115   
lnGDPG   (0.268)     (0.311)     (0.329)     (0.268)   
  [0.127]   [0.788]   [0.395]   [0.666]  
Market size:     0.00865     0.0632     0.0478     0.0515 
GDPGD     (0.020)     (0.020)     (0.024)     (0.019) 
   [0.659]   [0.002]   [0.048]   [0.008] 
Natural resource endowments:   0.319 0.288   0.0192 0.0103   0.202 0.062   0.00382 0.000071 
lnNATRE   (0.234) (0.244)   (0.139) (0.127)   (0.251) (0.246)   (0.150) (0.132) 
  [0.173] [0.238]  [0.890] [0.935]  [0.420] [0.801]  [0.980] [1.000] 
Labor productivity:   -1.412 -0.246   -0.449 -0.0828   -0.624 0.0821   -0.257 -0.0935 
lnLABOR   (0.848) (1.258)   (0.363) (0.360)   (0.548) (0.561)   (0.344) (0.341) 
  [0.096] [0.845]  [0.216] [0.818]  [0.255] [0.884]  [0.455] [0.784] 
Infrastructure investments:   0.000121 -0.00064   0.000448 -0.00106   0.000874 -0.0013   0.000152 -0.00099 
INFRA   (0.001) (0.001)   (0.001) (0.001)   (0.001) (0.001)   (0.001) (0.001) 
  [0.809] [0.237]  [0.598] [0.090]  [0.238] [0.066]  [0.818] [0.057] 
Patent grants:   -0.00542 0.0851   0.443 0.560   0.126 0.354   0.323 0.413 
lnPATENT   (0.144) (0.148)   (0.171) (0.161)   (0.214) (0.198)   (0.129) (0.133) 
  [0.970] [0.565]  [0.009] [0.001]  [0.557] [0.075]  [0.013] [0.002] 
Human development:   12.15     7.466     11.97     7.102   
lnHDI   (4.104)     (3.615)     (4.406)     (2.663)   
  [0.003]   [0.039]   [0.007]   [0.008]  
Human development:     11.13     -0.323     -1.643     5.180 
HDID     (11.958)     (2.697)     (2.610)     (2.564) 
   [0.352]   [0.905]   [0.529]   [0.043] 
Corporate tax:   8.175 2.771   2.351 -7.142   9.920 -4.010   1.644 -5.138 
lnCORPTAX   (3.572) (4.176)   (5.927) (4.035)   (5.630) (5.020)   (4.589) (3.553) 
  [0.022] [0.507]  [0.692] [0.077]  [0.078] [0.424]  [0.720] [0.148] 
Governance quality:   -1.379 -2.403   -1.577 -1.827   -1.924 -2.143   -1.500 -2.094 
GOVQUAL   (0.508) (0.717)   (0.490) (0.468)   (0.524) (0.520)   (0.339) (0.354) 
  [0.007] [0.001]  [0.001] [0.000]  [0.000] [0.000]  [0.000] [0.000] 
Policy liberalization:   -0.0823 -0.0687   0.0391 0.0688   -0.155 -0.0423   0.0129 0.0187 
PLD14   (0.176) (0.182)   (0.256) (0.257)   (0.216) (0.236)   (0.215) (0.218) 
  [0.641] [0.706]  [0.879] [0.789]  [0.472] [0.858]  [0.952] [0.932] 
Inflation rate:   0.793 0.412   0.555 -0.00827   0.489 -0.409   0.832 0.351 
lnINFL   (0.277) (0.287)   (0.352) (0.315)   (0.376) (0.407)   (0.281) (0.245) 
  [0.004] [0.151]  [0.115] [0.979]  [0.193] [0.315]  [0.003] [0.152] 
Exports:   0.259 0.439   0.471 0.526   0.992 1.090   0.286 0.365 
lnEXPO   (0.338) (0.346)   (0.148) (0.155)   (0.208) (0.175)   (0.137) (0.142) 
  [0.442] [0.204]  [0.001] [0.001]  [0.000] [0.000]  [0.037] [0.010] 
Imports:   0.826 0.853   0.00684 0.0457   -0.0460 0.0555   0.170 0.211 
lnIMPO   (0.211) (0.215)   (0.071) (0.071)   (0.128) (0.137)   (0.087) (0.080) 
  [0.000] [0.000]  [0.923] [0.521]  [0.719] [0.686]  [0.050] [0.008] 
                          
Adjusted R2   0.6610 0.6592   0.4019 0.4010   0.6351 0.6312   0.4773 0.4775 
No. of observations   497  497   578 578   337 337   738 738 
             
Notes:      Robust Standard Errors are in parentheses 
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THE IMPACT OF INDIA’S SOCIAL DEVELOPMENT ON FDI INFLOWS 
 
Abstract: Empirical evidence on the impact of social issues on foreign direct investment (FDI) 
flows is fraught with contradictory results. Our study provides a new perspective to the debate 
in that it formally models the impact of India’s social development on inward FDI patterns in 
the 2000s. Our research is theory-driven. Incorporating received investment motive theory and 
considerations of established social development indices create opportunity to extend our 
conceptual and contextual understanding. We test our resulting hypotheses using an exhaustive 
dataset that covers 132 home countries. We find that investments into India are mainly future-
oriented, aimed at utilizing opportunities resulting from India’s transition towards a knowledge 
economy. Yet, it stands to reason that the effect of social development on FDI inflows depends 
on whether or not the motives of foreign investors align with those that will promote social 
development. As such, the social development variables that matter are those most closely 
related to the perception of long-term investments, education and skill-development. 
Improvements in India’s social fabric through securing basic needs and boosting the middle 
class may positively influence long-run FDI inflows. 
 








India – a country full of contrasts.  
Like day and night, India’s history is rich, its population is not. The share of foreign 
multinational enterprises (MNE) hosted by India is leaping, its labor force participation rate in 
turn is not. India’s pace of economic development is at the forefront, its social development is 
not.  
We may ask whether India’s post-liberalization regimes have neglected to reconfigure 
its social and socio-economic infrastructure sufficiently beyond mere neoclassical economics – 
in favor of an ambitious focus to boost economic growth. Rising inward foreign direct 
investment (FDI) flows into India speak to these trends (UNDP, 2017; ADB, 2015). Yet, 
fostering social change does not contradict the achievement of higher rates of economic growth. 
On the contrary! Economic incentives fail to address different societal metrics and interactions 
as well as externalities sufficiently (Stewart, 2019; Wagner, 2020). ADB (2015) opines that 
social development may therefore become increasingly important as locational pull factor for 
foreign investors. But, despite the topicality of these real-life phenomena, recent international 
business (IB) literature has not reached an agreement on the link between social indicators and 
FDI (Kolk, 2016). Various studies find that increasing FDI inflows contribute to a country’s 
social development, but evidence on the reverse causality is fraught with contradictory results 
(Kolk, 2016; Reiter & Steensma, 2010). Some studies agree that the quality of human capital, 
the health and education system, or the fostering of social empowerment are intricately linked 
to a country’s accumulated knowledge and constitute key determinants particularly for asset 
augmenting FDI (Wagner, 2020; Cleeve, Debrah & Yihevis, 2015; Dunning, 1988). Others, 
however, point out that particularly emerging markets eager to attract FDI are willing to 
compromise social development in order to compete in the race to the bottom (Kolk, 2016; 
Narula, 2012; Oetzel & Doh, 2009; Meyer, 2004).  
Broadening the focus beyond mere economic issues to offer more accurate evidence for 
the sensitivity of FDI decisions to social development merits attention. Indeed, the positive 
impact of societal issues on inward FDI trends is suggestive, yet hardly conclusive or 
empirically substantiated. Existing studies frequently rely on mere quantification of 
overarching indices for human development or human capital. However, utilizing aggregate 
and conflated measures makes it even harder to determine the true impact of social development 
on investment flows (Kolstad & Tøndel, 2002). The corresponding variables are often treated 
as derivative or simply as control variables (Cleeve et al., 2015; Kolstad & Tøndel, 2002). In 
the context of India, we miss a rigorous debate on the subject altogether. This may stem from 
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the lack of available data and the difficulty to define meaningful explanatory variables within 
a consistent framework for social development. Consequently, we find a rather inconsistent 
depiction of societal issues for the empirical IB literature, whether in the context of India, 
developing markets or elsewhere.  
 
Our motivation extends from the question whether social development exerts a significant 
effect on inward FDI patterns. Contextual knowledge of a phenomena requires differentiation 
and, if nothing else, limitation (Delios, 2017a, and 2017b). Our context is on MNE motivation 
and on FDI flows into India. Theoretically, we begin by positioning social development into 
the wider IB theory, while operating in well-established literature. Conceptually, we then 
disentangle social development into what we believe are its most prominent components. We 
do this by examining three key social development indices, which also allows us to provide a 
comprehensive and contextualized depiction of the empirical setting. Looking for common 
denominators, we continue to decompose the various areas of the three indices into five 
meaningful dimensions: societal, health, education, environment, and socio-economic. The 
resulting social development framework extends received approaches in that it offers a guide 
to areas that have so far been ambiguous or downplayed. Moreover, through the focus on MNE 
motivation, it offers a new perspective on the relationship between social indicators and inward 
FDI as opposed to the neoclassical economics perspective on FDI. The framework can be 
embedded within existing investment motive theory and universally applied context-
specifically. Furthermore, it allows us to present a set of refutable hypotheses. Empirically, the 
study expands previous research by revealing exact relationships between different social 
development variables and foreign investments within the context India. We model investment 
patterns by using the official data source for Indian FDI from the Secretariat of Industrial 
Assistance (SIA) Newsletters. The study covers an extended time period from 2000 and 2017 
and is built upon an exhaustive dataset including 132 countries. 
 
SOCIAL DEVELOPMENT AND FDI IN INDIA 
We seek to establish our understanding about social development in the context of Indian 
inward FDI in the first two decades of the 2000s. Modern India provides an interesting context. 
Although the rapid economic development exceeds the pace of its social development, India 
increasingly attracts FDI into its tertiary sector – commerce, technology and services (DIPP, 
2018). While conventional wisdom suggests that investments into the secondary sector are often 
spurred by cheap labor, lax labor laws and (environmental) regulations (Zhou, Delios & Yang, 
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2002), FDI into the tertiary sector yet requires social progress to provide the infrastructure 
necessary (UNCTAD, 2017).  
Sweeping trade liberalization efforts after the economic opening in 1991 spurred FDI 
inflows into India, especially since the early 2000s. Within the last years, India has advanced 
to one of the favored FDI destination amongst emerging markets (UNCTAD, 2017; Chari & 
Banalieva, 2015). According to the Department of Industrial Policy and Promotion, India’s 
service sector received almost 20 per cent of total FDI inflows since 2000, with the tertiary 
sector in general contributing over 60 per cent to the GDP (DIPP, various years). Foreign 
investors view the size and potential of its domestic market, its low-cost yet skilled labor force 
as well as its innovative and technological abilities as the driving forces behind the positive 
trend (A.T. Kearney, 2018). MNE executives further consider India the third most attractive 
global FDI location for the years 2017 to 2019 – after the United States and China (UNCTAD, 
2017). But India’s positive momentum in economic and inward FDI growth has yet to be 
absorbed by its social development.  
 
Various efforts have been undertaken to secure basic needs by driving improvements in health, 
education and income following 1991. Despite the endeavor of post-liberalization governments 
to transition into a competitive knowledge economy, India is still caught in a poverty trap 
(ADB, 2015; Mohan, 2013). After two decades of rapid economic growth, a large share of the 
population is deprived of basic needs that define the poverty line in India – access to basic 
drinking water, sanitation and electricity as well as to nutrition. (World Bank, 2019). 
Government panels fail consistently to define an official poverty threshold, not least due to the 
lack of meaningful data. As of 2011, the World Bank (2019) reckons that a quarter of Indians 
live on less than US$2 per day. Ecological degradation further impacts poverty as it goes hand-
in-hand with the inequality amongst socially marginalized groups (Chopra, 2016).  
The country has a legacy of caste, cultural and gender inequalities, and of ponderous 
post-liberalization policy and pro-market reform implementations to achieve inclusive growth. 
Rising Gini coefficients indicate governmental omissions to sufficiently compensate the 
decreasing demand for unskilled labor-intensive employment (UNDP, 2018a; ADB, 2015). 
Boosting high-and mid-technology industries yet requires fueling social progress for those who 
lack the skills and infrastructure needed. India still faces educational gaps amongst minorities 
or amongst the population of lower castes and rural regions. But increased government spending 
on education has also led to a surge in literacy rates, school enrollments and, as a consequence, 
increasing numbers of technology-centered employment within the last years. Although 
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underlining the still large untapped potential to attract further FDI in these industries, India is 
progressively enhancing its human capital competitiveness in the global economy (World Bank, 
2019; UNDP, 2018a, 2018b; Yamin & Sinkovics, 2009). 
However, booming software or business process outsourcing industries blur the 
perception of social development in India, especially regarding its middle class. The growth 
model as seen in China or the Tiger States moving up from cheap manufacturing to a vibrant 
landscape that engages in R&D, innovation, technology or finance cannot be applied to India 
(Mohan, 2013). India has failed to transition from a predominantly agrarian economy via 
manufacturing towards establishing a knowledge economy, stunting the development of a 
middle class. In fact, it has failed to become a manufacturing hub for MNEs for decades since 
it lacked the infrastructure needed. Yet, shedding light on the riddle of defining the middle class 
in India is hardly possible. While Krishnan and Hatekar (2017) include more than half of the 
population to India’s middle class – those living on between US$2 to US$10 per capita a day, 
the federal government included those paying income tax – a mere 29 million in 2012 (Kapur, 
Sircar & Vaishnav, 2017).  
 
THEORETICAL BACKGROUND 
With this overview of the context-specific indications of India, we now move on to establish 
our theoretical expectations regarding the potential link between social development and inward 
FDI. Our intent is to provide a theory-driven approach that offers an additional perspective to 
the established discussion around FDI. We first integrate social development into the IB debate 
and then connect it to investment motive theory. 
 
The Missing Link 
Filgueira and Filgueira (2001, pp. 3583-3584) provide a normative and economic perspective 
on the concept of social development. At the most basic level, it is “inextricably linked to the 
idea of economic and material advance of human society”. This means that “social development 
simply suggests improvement in the conditions and quality of life of the population. Greater 
levels of wealth, technological advancement, and public policies permit people to live better, 
to consume more, to feed themselves better, and to get sick less frequently”. When establishing 
the link between social development and FDI, two contrasting views seem to gain center stage.  
 
Individualistic approaches on MNE activity, such as within neoclassical economics, neglect 
social development unless it affects the bottom line (Stewart, 2019; Kolk, 2016; Narula & 
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Verbeke, 2015). What we see thus far is that IB seems arrived on a gridlocked focus on 
economic growth and macroeconomic determinants as sole drivers for FDI – particularly in 
developing countries. Various studies affirm that the main determinants center on asset 
exploiting FDI. Undercutting social thresholds, such as low labor costs and regulations, lax 
environmental standards and law enforcement, or institutional deficiencies are some 
predominant locational pull-factors (Wiedmann & Lenzen, 2018; Buckley et al., 2007; 
Noorbakhsh, Paloni & Youssef, 2001). While those determinants present cost-cutting 
opportunities for MNEs, developing markets succumb to the pressure of MNEs and compete in 
a race to the bottom by compromising social standards (Narula, 2012; Oetzel & Doh, 2009; 
Meyer, 2004). Nearly one million children working for exports in India between 2011 and 2012 
(Gómez-Paredes et al., 2016) or increasing health effects from production-related air pollution 
and production waste in China (Jiang, Luo, Xu & Wang, 2018; Wiedmann & Lenzen, 2018) 
underline the above. It seems to suggest that promoting social development may rather be 
detrimental to investment inflows (Kolstad & Tøndel, 2002).  
As soon as we shift focus to knowledge-driven FDI, we observe contrasting results to 
what is generally presented in received theory. Or at least with regard to mere asset exploiting 
FDI. Globalization, increased economic and political liberalization as well as rapid 
technological change have driven developing countries to move along on their development 
path towards a knowledge economy. The consequent transition from a rather unilateral focus 
on cheap labor, natural resources or physical outputs towards a greater reliance on intellectual 
assets requires a (theoretical) paradigm shift (Powell & Snellman, 2004). Developing countries 
provide more and more incentives for MNEs to engage in asset augmenting FDI. Continuous 
efforts driving improvements in education, health or labor standards enhance the developing 
countries’ stock of human capital (Barkhordari, Fattahi & Azimi, 2019; ADB, 2015). The 
quality of human capital, in turn, is linked to the market’s accumulated knowledge (UNDP, 
2017). And, the ongoing global shift towards more knowledge-, skill-, and capital-intensive 
industries demands the “presence of a well-educated pool of labor … relative to low labor costs 
by themselves” (Noorbakhsh et al., 2001, p.1595).  
In brief, then: Through the increasing availability of qualified and skilled labor at 
competitive labor costs, social development is evolving as locational pull-factor primarily for 
knowledge-seeking foreign investors (UNDP, 2017). More so, various studies argue that skilled 
labor stretches beyond its impact on a country’s cumulative knowledge per se. A well-educated 
society has a lower likelihood of reporting poor health. A well-educated society is also more 
likely to have or demand a voice when it comes to social and political agendas and tackle 
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inequalities. Inequalities, in turn, are associated with income distribution and as such affect the 
economic performance of a country (Chun, Hasan & Ulubasoglu, 2011; Persson & Tabellini, 
1994). While Barkhordari et al. (2019) find that human capital has a significant positive effect 
on economic growth, Levy and Murnane (1996) indicate a positive effect on capital intensity 
and the introduction of new technologies. The technological progress then enables MNEs to 
“extract greater value from limited resources” (Barkhordari et al., 2019, p. 1171).  
 
However, debates on social development these days frequently are a challenge to the principles 
of scientific objectivity and neutrality. Subjective and unilateral discussions often lead current 
debates on social development. Encouraging a constructive engagement with the general (short-
term) profit maximization principle of private sector firms or demanding binding global 
agreements, such as on climate change, have their legitimacy beyond question (Griggs et al., 
2013). But, casting the blame on the private sector for the lack of contribution to social 
development hardly presents the issue in its entirety (e.g., Verbeke, Coeurderoy & Matt, 2018). 
Instead of expecting if not demanding a social conscience from MNEs, we need a more 
impartial examination of the actual objectives of MNEs. 
 
Social Development Indices 
Social development is a multidimensional concept (Jiang et al., 2018). Often vaguely and 
ambiguously defined, encompassing a number of overlapping elements (Kolstad & Tøndel, 
2002; Filgueira & Filgueira, 2001). While IB research has not kept pace with the role of MNEs 
in social development (van Zanten & van Tulder, 2018), well-established social development 
indices yet contribute to the increased complexity. The Human Development Index (HDI) as 
well as the 2015 Millennium Development Goals (MDG) and the subsequent 2030 Sustainable 
Development Goals (SDG) have been generally recognized as being amongst the most 
important evaluation indices for social development (Stewart, 2019; Jiang et al., 2018). 
  
Human Development Index  
The HDI assesses the average performance of a country in three key dimensions of human 
development: life expectancy, basic education and per capita income (UNDP, 2018a). As such, 
it focuses on the process of enlarging the choices people have to develop their potential. 
Although economic growth and, on a more individual level, income per capita are important 
means towards national development and individual opportunity creation, they are not 
sufficient. The HDI draws attention to a more human-centric approach by including health and 
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education as further indicators to the development progress (UNDP, 2018b). Yet, the HDI is 
frequently criticized for its mere use of aggregate data and for its limited focus on the basic 
categories of social development (Stewart, 2019). As a consequence thereof, dimensions such 
as societal wellbeing, political freedom, equality or environmental factors are neglected 
(Stewart, Ranis & Samman, 2018). Robust statements on the true relationships between social 
development and FDI flows are next to impossible. Stewart (2019, p.146) therefore proposes 
“to go beyond the HDI to identify additional measures of performance”. 
  
Millennium Development Goals  
The MDG adopted a more multidimensional approach, focusing on the reduction of poverty, 
basic education, gender equality, health improvements, environmental sustainability, and a 
global partnership for development (UN, 2015a). Other than the HDI, the MDG “form a 
blueprint [of time-bound objectives] agreed to by all the world’s countries and all the world’s 
leading development institutions” (UN, 2015b). As such, it is heavily focused on the situation 
of the very poor and on reducing extreme poverty. Indicators of social progress that help attract 
asset-augmenting FDI are limited. For instance, insufficient attention has been paid to 
educational opportunities that extend basic primary schooling and are necessary for building a 
skilled workforce. More so, while the MDG strongly promotes gender equality, other aspects 
of social equality have been overlooked. Freedom of expression and association, free media, or 
a society’s ability to participate in free elections as well as tackling the share of workers in 
vulnerable employment are but some examples. 
  
Sustainable Development Goals 
As the MDG era came to an end in 2015, the United Nations have introduced its successor for 
the years 2016 to 2030 (UN, 2019). The SDG were set to continue the objectives of the MDG, 
yet incorporating an increased scope around 17 goals. The rather narrow focus on poverty 
alleviation of the pre-2016 agenda undermined the growing societal, economic, governance and 
environmental changes (UN, 2015c; Griggs et al., 2013). The SGD agenda addresses these focal 
areas, including a wider focus on education, equality, sustainable economic growth and 
innovation, biodiversity (terrestrial and marine) or, for instance, institutions (UN, 2019, and 
2015c). At the present stage, the SGD are the most coherent framework for sustainable 
development (van Zanken & van Tulder, 2018). But, the ambitious agenda of 169 sub-targets 
is at the expense of clarity and structure. Overlaps of several focus areas included. We find an 
apparent incompatibility between the width of objectives and revealing exact relationships 
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between social development variables and FDI flows. What is more, it seems that only few 
targets that are actionable within corporate operations trigger the attention of MNEs. In their 
extensive study on MNEs’ engagement with the SGD, van Zanken and van Tulder (2018, p. 
208) recognized that MNEs rather aim to “avoid harm” instead of “doing good”, thus 
developing reactive strategies toward social challenges. This calls for the question which 
dimensions of social development can trigger the motivation of MNEs to invest in a foreign 
country? 
 
The Compass of FDI 
We have established an initial link between social development and FDI. But in order to 
approach the mechanism of whether (or which dimensions of) social development may trigger 
FDI, we need to better understand MNEs’ motivation to engage in foreign activity. While we 
are operating in well-established IB literature and assume a general familiarity with the topic, 
our description of the logic of investment motives is brief. 
 
Neoclassical economics theory suggests that MNEs’ rationality centers around self-interest – 
or simply put, profit maximization (Buckley & Casson, 2019; Reiter & Steensma, 2010). 
International market failure along with a firm’s strategic motivation to invest into foreign 
markets are deemed the basic ingredient of MNE activity (Meyer, 2015; Dunning, 1988). In 
fact, investment motives can be seen as a compass that guides us through the idiosyncrasies of 
FDI. 
 Introduced as an appendage to Dunning’s Eclectic Paradigm (Dunning & Lundan, 2008; 
Dunning, 1988), investment motives help us understand not only MNE behavior but 
particularly patterns in FDI (Benito, 2015; Cuervo-Cazurra & Narula, 2015). Yet, the literature 
is divided by disagreement on the motive’s classification. Although Dunning’s framework, 
consisting of market-, resource-, efficiency-, and strategic asset-seeking motives, is still 
considered operative, it is not necessarily exhaustive in defining MNE activity sufficiently 
(Wagner, 2020; Cuervo-Cazurra & Narula, 2015). As new dynamics in the global economy 
emerge and the IB-literature thereof further develops, so do the requirements for investment 
motives. More so, new forms of state and institutional policy, the emergence of new types of 
actors on the global playing field, or an ongoing change in environmental and social awareness 
all contribute to the emergence of new or changed motives (Cuervo-Cazurra & Narula, 2015; 
Kolstad & Tøndel, 2002). We therefore seek to better understand how to position the topic of 
social development in the general investment motive theory. We follow Dunning’s (2001) 
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normative intention of the methodology. This means, we view investment motives from a 
macro-level perspective as a framework to explain the process of MNE activity in general. This 
framework provides a generic methodology in which to structure the increasingly complex and 
context-specific accumulation of different motives on the micro-level (Wagner, 2020; Eden & 
Dai, 2010). 
Our approach follows earlier studies of conceptually driven envelopes of investment 
motives (Wagner, 2020; Cuervo-Cazurra & Narula, 2015; Cuervo-Cazurra, Narula & Un, 
2015). Three scenarios shape a firm’s strategic motivation to engage in foreign investments: to 
(i) exploit, (ii) augment, or (iii) protect its assets. First, MNEs may engage in FDI by exploiting 
a pre-existing set of resources and capabilities to generate additional income or reduce costs, 
thus reaching for profit maximization (Cuervo-Cazurra et al., 2015). For instance, the market-, 
resource-, and efficiency-seeking motives can be classified within the asset exploitation 
envelope. Second, MNEs might also invest in foreign markets to acquire or augment new 
capabilities and resources that generate additional income, enable them to improve 
competitiveness and sustain long-term growth. This is frequently connected to the acquisition 
of new knowledge within the host market (Buckley et al. 2007; Dunning & Narula, 1995; 
Dunning, 1993). Strategic asset-seeking motives can be classified within the asset 
augmentation envelope. Last, MNEs may engage in FDI to protect pre-existing assets from 
home country risks or, on the contrary, they might be deterred to invest by host country 
(institutional) deficiencies. Escape investment or FDI-fueled capital flight are but some 
examples. In either instance, the asset protection envelope is mainly concerned with retaining 
(or protecting) profit, whereas the previous envelopes are rather concerned with additional 
profit-generation. 
 
A New Perspective to FDI  
In a nutshell, while the theoretical discussion on the link between social development and FDI 
inflows is controversial, empirical evidence is still rare or merely anecdotal. Traditional IB 
literature deals rather implicitly with social indicators (Kolk, 2016). The key line of argument 
presented appears to be simple and reasonable. For instance, low labor standards and wages 
present opportunities to reduce overall production costs. The rationale for MNEs also seems 
straightforward: Host markets offering incentives to reduce costs are more attractive (Meyer, 
2004; Zhou et al., 2002; Dunning, 1988). So far, so good. But this form of inquiry yields 
insufficient insights on the true relationship between social development indicators and inward 
FDI, if it is not supported by a contextualized discussion. 
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Changing the perspective towards an explicit focus on social indicators yet provides 
reasonable arguments that on the surface at least, various metrics of social development can 
help attract different kinds of FDI. Indeed, absorption of FDI requires suitable conditions (Zhou 
et al., 2002). While, e.g., low labor standards seem to signify lower levels of social 
development, securing basic needs yet is necessary to provide a general infrastructure in which 
MNEs can exploit the host country’s natural resources, the large labor market for labor-
intensive activities or improve cost efficiency through rationalizing production processes (ILO, 
2019). For instance, meeting basic needs becomes important when an economy transitions from 
a predominantly agricultural to an industrial economy, serving the secondary sector. Yet, 
despite certain improvements in the country’s social fabric, the overall social development may 
still be tenuous. The link between social development and inward FDI should not bear upon the 
current level of social development as indicator, but rather on the development process. Kristof 
and WuDunn (2000) indicate that former Asian emerging markets, such as South Korea or 
Taiwan, which initially compromised social standards, were able to improve their social 
development substantially over the past decades. Others that restricted foreign exploitation, 
such as India, often still find themselves in a poverty trap. This is where the arguments of both 
perspectives seem to intersect. 
Higher levels of social development, then, provide an infrastructure for knowledge-
generation that is linked to a host country’s proprietary upstream and downstream capabilities, 
especially in technology-driven sectors (Anand & Delios, 2002). These factors are the 
necessary basis for FDI geared towards augmenting a host country’s knowledge in the form of 
technological, managerial or innovative capabilities (Meyer, 2015). Higher levels of social 
development also improve personal rights, choice, and inclusion, which could help attract the 
global workforce and spur the fight against corruption, property rights infringements or political 
instability (Deloitte, 2015). An improved societal and socio-economic fabric attracts asset 
protecting FDI and, in combination with the exploration of knowledge, asset augmenting FDI.  
Investment motive theory helps us to better understand the nuanced social development 
and FDI nexus and integrate the topic into the broader IB debate. It stands to reason then, that 
the effect of social development on FDI inflows depends on whether or not the objectives and 
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SOCIAL DEVELOPMENT FRAMEWORK AND HYPOTHESES 
With this theory-driven approach, we next move to establish our empirical setting and 
operationalize the social development and FDI nexus within our consequent framework. 
Therefore, disentangling social development into its core components merits attention. In a 
manner consistent with the reasoning in the previous section, we find it useful to derive common 
denominators for social development (refer to Table 1 below). Our intent is to cover in our 
hypotheses specific metrics that may provide answers to our research agenda: Whether and 
what social development dimensions motivate MNEs to invest into India in the 2000s.  
 
Social Development Focus Areas 
At the topmost level of our framework, we define three distinct focus areas or stages of social 
development that may trigger the different motives of MNEs to engage in FDI: secure basic 
needs, empower equality and boost middle class. The focus areas are interrelated and delineate 
different aspects of social development. They serve as an initial structure to embed social 
development in the general FDI discussion and, in fact, better interlink the topic with investment 
motives. 
 
Secure basic needs 
The association between securing basic needs and FDI is driven by a basic social infrastructure 
that enables the country to depart from a mostly agrarian to a more industrial and production-
oriented economy. The basic social infrastructure includes factors such as electricity networks, 
water and sanitation, basic medical care or shelter, which is fundamental to attracting 
particularly asset exploiting FDI (Meyer, 2004). 
 
Empower equality  
Empowering equality concerns the inclusion of various groups within a society, i.e. ethnic, 
religious, gender, income, or caste. Greater inclusion enables a country to leverage its full range 
of human potential, thus promoting knowledge, diversity and educational opportunities 
(Stewart et al., 2018). This may attract particularly asset augmenting or asset protecting FDI.  
 
Boost middle class  
Last, boosting the middle class might be the strongest trigger for MNEs to engage in FDI. A 
growing middle class has access to better education and healthcare (Chun et al., 2011). This, in 
turn, creates new jobs particularly in high-skilled, technology-driven and service industries, 
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spurring innovation and developing a country’s proprietary upstream and downstream 
capabilities (Anand & Delios, 2002). This may provide various incentives for asset augmenting 
FDI. 
 
Social Development Dimensions and Hypotheses 
The various indicators of social development can then be structured around five dimensions: 
societal, health, education, environment, and socio-economic. Building upon the HDI, MDG, 
and SDG, there is good reason to believe that this structure reflects the most common 
dimensions of social development. Each dimension consists of indicators that can be allocated 
to one of the three focus areas of social development, without restricting to a predefined sub-
categorization. We can translate this structure to any context-specificity of an empirical setting, 
which enables us to better understand social development-related motives of MNEs.  
 
Societal dimension  
The societal dimension addresses the freedom of a society and the general social progress. On 
the one hand, this includes the freedom of expression and opinion, association, choice of 
religion and cultural practice, or also consumption. On the other hand, it entails personal rights 
or the common social infrastructure, such as access to electricity or internet. The societal 
dimension-FDI relationship captures several aspects of social progress that may have a positive 
impact on the host country’s institutional fabric, such as reducing corruption or intellectual 
property infringement (Deloitte, 2015). Other aspects include improvements in the general 
quality of life, increasing tolerance or inclusion and providing an infrastructure for people and 
businesses to develop, which may also help attract a highly skilled international labor pool 
(Carr, Inkson & Thorn, 2005). Both scenarios seem strongly associated with increases in 
investments into mid- and high-technology industries, such as manufacturing and services 
(Deloitte, 2015). If indeed this is the case, improvements in India’s societal dimension should 
be followed by an increase in FDI inflows. 
 
Hypothesis 1: India’s societal development is associated positively with inward FDI 
into India. 
 
Health dimension  
The health dimension ranges from a focus on a basic health-related infrastructure, such as the 
availability of drinking water or basic sanitation, to the promotion of better health through basic 
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medical care, nutrition or health expenditures. Following Alsan, Bloom and Canning (2004), a 
society’s health is an essential component of human capital. Healthy children have a lower 
likelihood of being absent from school. As a result, they tend to perform better in school and, 
thus, are better educated. Healthy employees have a lower likelihood of being absent from 
work, thus acquiring more work experience. Foreign investors recognize the merits of better 
health as it positively affects the bottom-line. The health dimension-FDI relationship captures 
the enhanced performance and productivity of a country’s workforce through improved health 
and nutrition, which is an essential pull factor for foreign investors (World Bank, 2019). If this 
is indeed the case, then we expect that an improving health infrastructure in India is reflected 
by an increase in FDI inflows. 
 
Hypothesis 2: Improvements in India’s health care and health infrastructure are 
associated positively with inward FDI into India 
 
Education dimension  
The education dimension expands on the creation of knowledge within a country, including 
several indicators on primary, secondary as well as tertiary education. Education is the basis for 
the development and quality of skilled labor and consequently for the transition into a 
knowledge economy (UNDP, 2018a, and 2018b). The education dimension-FDI relationship 
is linked to a country’s accumulated knowledge and technological progress, thus providing 
incentives particularly for asset augmenting FDI. The gravitational pull of FDI further signifies 
the importance to progress the educational sector and make it accessible for socially 
marginalized groups (UNDP, 2017). To cover the education dimension, we develop a 
hypothesis that a portion of investments into a country target the human capital available. The 
education system produces skilled labor that creates and matches the demand of the labor 
market (Mukherjee, Bajaj & Gulati, 2019; Miningou & Tapsoba, 2017). Thus: 
 
Hypothesis 3: The quality of and access to India’s education system is associated 
positively with inward FDI into India. 
 
Environment dimension  
The environment dimension involves ecological factors and natural systems that relate to the 
ecosystem of a country. Such factors may include emission levels, forest areas, arable land and 
local vegetation. The environment dimension-FDI relationship can be linked to the pollution 
India’s Social Development and FDI Inflows 
87 
 
haven and the pollution halo hypotheses. The pollution haven hypothesis states that lax or non-
enforced environmental laws have a tendency to attract polluting or heavy-manufacturing 
industries. This is mainly related to asset exploiting FDI (Kolk, 2016; Hassaballa, 2014). In 
turn, attracting those investments may very well lead to further pollution and environmental 
degradation. On the other hand, the pollution halo hypothesis refers to a negative relationship 
between environmental pollution and FDI. Stricter environmental laws attract cleaner and more 
technology-driven industries, such as services. This is related to asset augmenting FDI. Here 
too, attracting more environmental friendly industries leads to spillover effects and the 
establishment of cleaner infrastructures (Asghari, 2013; Lee, 2013). Following our focus on 
social development as potential pull-factor for MNEs, we relate to the pollution halo hypothesis. 
Hence: 
 
Hypothesis 4: The degradation of India’s environment is associated negatively with 
inward FDI into India. 
 
Socio-economic dimension  
The socio-economic dimension expands on the institutional, labor as well as political conditions 
within a country. While labor-related factors are closely linked to a country’s working 
standards, employment or labor laws, they also provide evidence regarding the quality of human 
capital (Dunning, 1988). Institutional and political factors are indicators for the general political 
stability and government effectiveness. Internalization theory states that improved institutional, 
legal or regulatory conditions in a host country are associated with higher levels of FDI inflows, 
attracting both asset augmenting and asset protecting FDI (Buckley et al., 2007; Dunning, 
1993). Ceteris paribus, we expect that improvements in a host country’s socio-economic 
conditions to reflect higher FDI inflows: 
 
Hypothesis 5: India’s socio-economic development is associated positively with inward 
FDI into India. 
 









Sample and Measures 
We built the analysis upon an exhaustive panel dataset that covers 132 home countries reported 
as sources of Indian inward FDI (IFDI) by the Secretariat of Industrial Assistance (SIA) 
Newsletter, the official data source for Indian FDI flows (DIPP, several years). We collected 
the right-hand side variables from the World Bank and IMF databases, to reduce bias and 
maintain homogeneity in our data (Edwards, Naanwaab & Romero, 2017). As we try to model 
the effects of social development in India on FDI inflows (and not the other way around), we 
reduce concerns of reverse causality by using a one-year lag of all right-hand side variables in 
the conditioning set (Meyer, van Witteloostuijn & Beugelsdijk, 2017; Edwards, 2014; 
Roodman, 2009a, and 2009b). Put succinctly: We inevitably correct one aspect of the 
endogeneity issue simply because FDI inflows today cannot cause yesterday’s social 
development. Initially, we confined the analysis to an 18-year period from 2000 to 2017; losing 
one year to lags, the final data covers the years 2001 to 2017. The resulting dataset consists of 
a strongly balanced panel, which has 1,980 observations for the full sample of the baseline 
model. Table 2 defines our variables, and we describe each of the variables in more detail below.  
 
Dependent variable  
Our dependent variable is FDI equity inflows into India from country i in year t. Since one 
robustness argument hinges on the normality assumption of the regression, we checked our data 
in the face of possible outlier problems (Edwards & Thames, 2010). Indeed, the data on Indian 
FDI inflows has a rightward skew, which may bias the results. We therefore use a natural log 
form of our dependent variable, lnIFDI, pulling in the skewed observation. 
 
Explanatory variables  
Our previous discussion outlined that there are various metrics to measure each of the five 
dimensions of social development. But in the case of India, data availability is often limited or 
sketchy and therefore has a stake in the variable selection process (Rao & Dhar, 2018). 
Multicollinearity issues, too, confine the variable selection. Naturally, we may expect higher 
correlations between our explanatory variables, since they all eventually proxy India’s social 
development. An incautious selection may therefore lead to multicollinearity and as such bias 
the results. Factoring in both hurdles helped us find appropriate explanatory variables and attain 
a model that more accurately reflects the data.  
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 To capture the societal dimension, we draw upon the World Bank Group’s Worldwide 
Governance Indicator (WGI, 2018): Voice and accountability (Voice). Voice and accountability 
addresses the perception of the extent of freedom of the Indian society. The measure evaluates 
the freedom of expression, association, voting, and of the press. The focus is on inclusive social 
development, empowering equality. We measure the health dimension by the prevalence of 
undernourishment, as percentage of the Indian population (Undernourish). Proper nutrition is 
the cornerstone for health and survival (World Bank, 2019), constituting a basic need. We use 
the ratio of secondary and tertiary school enrollment (Higheredu) as the measure of the 
education dimension. Providing access to higher education is the basis for skilled labor and 
boosts the middle class. As the measure for the environmental dimension, we use the annual 
percentage change in CO2 emission in India (Pollution). Following the pollution halo 
hypothesis, decreasing levels of air pollution may indicate a transition towards more 
technology-driven industries, thus creating high-skilled job opportunities and boosting the 
middle class. Last, to measure the socio-economic dimension, we draw upon the Worldwide 
Governance Indicator: Government effectiveness (Govteff). The measure captures the 
government’s commitment to and quality of public and civil services as well as policy 
formulation and implementation in India. An effective government provides the political 
conditions that enable inclusive development and empower equality. 
 
Control variables  
India generally has lower GDP but excels with high GDP growth in the process of economic 
development. Yet, especially for countries with rapidly growing populations, such as India, 
reporting on aggregate GDP growth can be misleading. What matters is whether the country’s 
population benefits from the economic development. We therefore use GDP per capita growth 
(GDPpc) as control variable, expecting a positive relationship with FDI inflows. We further 
incorporate trade intensity control variables from the IMF (2019). Exports from India to the 
home country constitute the first measure for trade intensity (lnExport). We expect a positive 
relationship between exports and FDI inflows to India. Imports from the home country to India 
capture the second measure for trade intensity (lnImport). Here too, we expect a positive 
relationship between imports and FDI inflows. Data on both variables is skewed to the right, 
which is why we are once more using a log transformation. 
 
- INSERT TABLE 2 HERE – 
 




To attain a model that more accurately reflects the data and presents robust results, we deal with 
several specification issues individually – and respecify our model if needed. We suggest the 
following baseline model to lead our investigation, depicted in Equation 1: 
 
lnIFDIit = α0i + α1Voiceit-1 + α2Undernourishit-1 + α3Highereduit-1 + α4Pollutionit-1 
+ α5GDPpcit-1 + α6lnExportit-1 + α7lnImportit-1 + eit , 
(1) 
 
with i indicating the individual country and t indicating the time dimension. 
 
Initially, we conduct several tests to check for the quality of our data (see Table 3 below). We 
determine whether our regression model can predict the dependent variable across all of its 
values (Stock & Watson, 2014). Yet, the Breusch-Pagan / Cook-Weisberg test for 
homoscedasticity of the error term yields inconclusive results. The relatively large p-value 
(0.6729) of the general model indicates that heteroscedasticity is rather no issue. But, when 
performing the test on the right-hand side variables only or on each right-hand side variable 
individually, low p-values and high chi-squares in some instances indicate the opposite: that 
heteroscedasticity may be present. We therefore use heteroscedasticity-robust standard errors 
in the following. Moreover, we test our model for multicollinearity. The respective variance 
inflation factor (VIF) test as well as correlation matrix results corroborate that there are no 
further issues with the data, thus not warranting corrective measures.  
 
- INSERT TABLE 3 HERE - 
 
Next, we follow previous literature by testing the suitability of three statistical models to 
estimate the panel dataset: pooled ordinary least squares (POLS), random effects (RE), and 
fixed effects (FE). After conducting a Breusch and Pagan Lagrangian Multipliert test (POLS vs 
RE) as well as a robust Hausman test (RE vs FE), the results (p-values are indistinguishable 
from zero) indicate in favor of the FE estimator as preferred baseline model (refer to Model 1 
in Table 4).  
We further test for heterogeneity as a function of t, or simply time heterogeneity in 
Model 2 (Edwards, 2014). This means, we include a discreet ordinal variable t for each country 
i’s time period of 17 years. Surprisingly, the low p-value (0.029) and standard error (0.272) for 
t indicate that Indian IFDI seems to trend upward or downward over time. Yet, IFDI is not a 
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stock but a flow variable, bounded by a limited rather than an exponential trend as well as by 
economic dynamics and cycles. It is the cyclical component to FDI inflows that may trigger our 
right-hand side variables to react to it, which means that the coefficients pick up the dynamic. 
In other words, they try to explain the dynamic in IFDI, leading to increased variance and to p-
values much lower than they should be. Imitating the cyclical component would result in a 
correlation between the respective right-hand side variable and the error term, arising from 
model misspecifications. If we want to draw conclusions from the true (long-run) relationship 
between social development and FDI inflows, we need to control for such dependent variable 
dynamics.  
 In Model 3, we test for the cyclical component in Indian IFDI. Following Roodman 
(2009a, and 2009b), we do this by employing a two-step system Generalized Method of 
Moments (GMM) estimation, in which we include lagged IFDI on the right-hand side of our 
equation. This allows us to identify whether this year’s FDI inflows were determined by past 
FDI inflows. We have allowed for four lags of IFDI (all with p-values<0.1), resulting in 103 
instruments; this is less than the number of groups which is 132. Both Arellano-Bond (AR) tests 
were within the limits of reasonable test statistics for the GMM dynamic method; the AR(1) 
returned a p-value indistinguishable from zero and AR(2) returned a p-value of 0.866, 
indicating no significant evidence of autocorrelation. Since the p-value of the Hansen test is 
still rather low (0.083), we cannot yet comfortably keep the null that overidentifying restrictions 
are jointly valid. 
The low p-values and standard errors of the lagged IFDI coefficients indicate that there 
is indeed a dynamic component to IFDI and, when comparing with Model 1, that these 
dynamics strongly influenced the coefficient estimates of the other right-hand side variables. 
Model 1 captured both long-run and short-run components of IFDI. Yet, short-run effects of 
social development on FDI are rather unusual. We also find a high p-value (0.873) for the 
coefficient for t, indicating that IFDI is in fact not trending upward or downward over time; 
which makes sense, given that it is a flow variable. Consequently, we can drop t from the 
subsequent analysis.  
 Model 4 is our final model. After controlling for the short-run component through 
lagged IFDI, we continue to test whether some of the right-hand side variables have a nonlinear 
effect on IFDI. Testing for statistical omitted variable bias means that we stepwise include 
squared x’s into our regression, evaluating their coefficients (Edwards, 2014). A low level of 
standard error and a low p-value for Higheredu_Sq indicate that Education has a nonlinear 
effect on IFDI. Controlling for statistical omitted variable bias further led to the p-value of the 
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Hansen test increasing to a level (0.159) at which we can comfortably keep the null that all our 
instruments are jointly valid (102 instruments pit against 132 groups). It may also be worth 
reiterating that our model already accounts for reverse causality (avoiding simultaneity and 
homogeneity issues), since we lagged the right-hand side variables prior to putting them into 
our regression (Meyer et al., 2017; Edwards, 2014; Roodman, 2009a, and 2009b; Hsiao, 2007). 
Our final model (Model 4) can be depicted as: 
 
lnIFDIit = α0i + α1L.lnIFDIit-1 + α2L2.lnIFDIit-2 + α3L3.lnIFDIit-3 + α4L4.lnIFDIit-4 
+ α5Voiceit-1 + α6Undernourishit-1 + α7Highereduit-1 + α8Higheredu_Sqit-1 + 
α9Pollutionit-1 + α10GDPpcit-1 + α11lnExportit-1 + α12lnImportit-1 + eit  
(2) 
 
- INSERT TABLE 4 HERE - 
 
RESULTS AND DISCUSSION 
The results of our final GMM model (Model 4) suggest that social development indeed seems 
to trigger some FDI inflows into India in the 2000s. The general impact on FDI inflows though 
is not as high as might have been expected when considering our baseline Fixed Effects model 
(Model 1). This means, there is a dynamic trend effect to FDI. Social development rather has a 
positive impact on FDI inflows for MNEs that already have invested into India, but is not so 
much a pull factor for MNEs that have not yet engaged with India. The social development 
variables that matter for FDI inflows are those most closely associated with the perception of 
long-term investments and progress. The results further suggest that equality has still a long 
way to go in India. 
In general, we found relatively conventional results as well as some quite surprising 
ones. The theory-driven approach yet survived this particular empirical test. The new structure 
of investment motive envelopes along with our social development framework helped us to 
have a more comprehensive discussion on what social development factors seem to trigger 
foreign investments into India. In a manner consistent with the reasoning and structuring of our 
previous sections, we now move to a more detailed discussion of the individual results of Model 
4. 
 
Dynamics in FDI Inflows 
Continuous liberalization efforts and the cultivation of a favorable FDI environment after the 
economic opening in 1991 incrementally led to increasing FDI inflows into India. Then, the 
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transition towards a knowledge economy in the 2000s brought about a great leap forward in 
inward FDI. Naturally, we can assume a cyclical or dynamic component to most economic 
regressands. What this means is that there is a time dimension within the dependent variable so 
that this period’s observation of the dependent variable y is dependent upon y’s observation of 
the last period(s) (Edwards, 2014). We controlled for the cyclical component in FDI inflows by 
including lagged IFDI on the right-hand side. We intended to determine what social 
development variables influence long-run FDI inflows. The coefficient estimates for all four 
lagged IFDI variables in Model 4 have low p-values and low levels of standard error, indicating 
the existence of a dynamic component to IFDI. Or, in other words, that dependent variable 
dynamics indeed played a role in influencing the coefficient estimates of the right-hand side 
variables in our baseline model (L.lnIFDI: β=0.246, p=0.000, CI=[0.169, 0.324]; L2.lnIFDI: 
β=0.183, p=0.000, CI=[0.102, 0.264]; L3.lnIFDI: β=0.094, p=0.011, CI=[0.022, 0.166]; 
L4.lnIFDI: β=0.068, p=0.055, CI=[-0.002, 0.138]). Put simply, our results suggest that the 
right-hand side variables were previously blurring their true long-run relationship with inward 
FDI by mimicking the dynamic component of IFDI. Comparing the results of our final model 
with our baseline model, we find that the coefficient for Pollution changed signs and now has 
a low p-value. In contrast, the coefficients for Voice, Undernourish, and Higheredu have higher 
levels of variance, which led to higher p-values. We are now able to infer that improvements in 
India’s social fabric through securing basic needs and boosting the middle class may influence 
long-run IFDI. Empowering equality, though, does not seem to trigger the motivation of foreign 
MNEs to invest into India. 
 
Basic Needs in India 
The results for the final model suggest that improving India’s basic social infrastructure may 
be a locational pull factor for foreign investors. We find that the coefficient estimate for the 
health dimension (Undernourish) is signed as expected, with low levels of standard error and a 
low p-value (β=-0.636, p=0.067, CI=[-1.318, -0.045]). The results provide enough evidence to 
support Hypothesis 2 that improvements in India’s health care and health infrastructure attract 
foreign investors. Particularly asset-exploiting FDI that target cost efficiency and productivity 
may benefit through improvements in the health infrastructure. The merits of improved health 
also provide sustainable incentives for asset augmenting FDI. It stands to reason that continuous 
governmental health expenditures positively impact long-term investments into India.  
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Equality in India 
Our results do not provide any statistical evidence that empowering equality has a lasting effect 
on IFDI into India, which is rather not surprising. The literature generally agrees that the role 
of India’s government-led visible hand in facilitating governance and institutional efficiency or 
policy and reform implementations that enable inclusive growth and equal development are still 
subpar. Despite several reform agendas and ongoing policy liberalization efforts, inequality in 
India is still a multifaceted issue that concerns large parts of the population. Rising Gini 
coefficients also speak to this situation. An effective government not only provides the political 
conditions that empowers equality but also fuels social progress to enhance the country’s human 
capital. Both the results for the societal and socio-economic dimension yet lack substantiation. 
We have reason to believe that on the surface at least, MNEs are neither attracted to invest into 
India by improvements in its equality structure, nor are they deterred from investments because 
of prevailing deficiencies in India’s social equality structure.  
The coefficient estimate for the societal dimension (Voice) has a high level of variance, 
which led to a high p-value (β=7.237, p=0.611, CI=[-20.625, 35.099]). The results fail to 
provide sufficient evidence to support Hypothesis 1. This means, the extent of freedom of the 
Indian society does not seem to affect foreign investors. 
Conventional wisdom suggests that India is still not considered a safe haven to retain or 
protect investors’ assets from home country jeopardies. But, several studies point to its 
institutional deficiencies that may yet facilitate foreign investors to bypass legal or regulatory 
restrictions when entering the Indian market (Egger and Winner, 2005). This, however, runs 
contrary to the objectives of social development. We did not find evidence to support the latter, 
nor did we find enough evidence to support our Hypothesis 5. Although the Govteff variable 
turned out to be perverse, i.e. signed contrary to expectation, it has a high p-value (β=-1.393, 
p=0.484, CI=[-5.296, 2.510]). In the case of India, the socio-economic dimension does not seem 
to play a significant role in the decision process of foreign investors. 
 
India’s Middle Class 
The results of our final model underline the key role of knowledge as well as the transition 
towards more technology-driven industries in India as locational pull factors for foreign 
investors. Both dimensions for the middle class focus area – the education and environment 
dimension – seem to be important determinants for asset augmenting FDI, thus supporting 
Hypotheses 3 and 4. Indeed, both dimensions provide idiosyncratic yet compelling findings that 
merit further discussion. 
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Whereas the coefficient estimate for Higheredu had a p-value indistinguishable from 
zero and was positively signed in Model 1, Model 4 paints a different picture. Low levels of 
standard error as well as low p-values for both variables indicate that Education has a nonlinear 
effect on IFDI. Yet, while the coefficient estimate for Higheredu is negatively signed (β=-1.554, 
p=0.066, CI=[-3.212, 0.105]), the point estimate for the squared function of the Education 
variable (Higheredu_Sq) is positively signed (β=0.017, p=0.074, CI=[-0.002, 0.036]). We now 
find a quadratic and concave upward effect, meaning that the quadratic function has a minimum 
value – or simply that the Education-IFDI relationship depicts a U-curve. Using the formula for 




2 × 0.0171 Highereduit-1
2  (3) 
 
we find that the minimum of the function is at Highereduit-1 = 45.5, which lies within our 
relevant sample space of Higheredu. What this means is that increases in the ratio of secondary 
and tertiary school enrollments (Higheredu) negatively impacts FDI inflows into India at an 
increasing rate, if the ratio of secondary and tertiary school enrollments is below 45.5 per cent. 
However, if the ratio surpasses the threshold level of 45.5 per cent, it positively affects FDI 
inflows into India at a decreasing rate. India’s diaspora in the 2000s has mainly diversified 
within knowledge-intensive industries, underpinned by a continuous increase in employment 
of advanced degree holders (ILO, 2019). The transition towards a knowledge economy has also 
spurred the information technology, pharmaceuticals, biotechnology or the automotive industry 
(Huang & Khanna, 2003). The assumption here is that a well-educated workforce is better able 
to adapt to new technologies and thus creates the environment necessary to attract particularly 
asset augmenting FDI (Cleeve et al., 2015). In other words, the educational dimension has 
developed as a gravitational pull effect for foreign investors in the course of India’s 
transitioning from a largely agrarian to a knowledge economy. 
Improving environmental conditions in India also seem to have a positive influence on 
FDI inflows in the 2000s (β=-6.209, p=0.073, CI=[-12.993, 0.575]). For the environment 
dimension we specifically looked at the pollution halo hypothesis, which in our case holds true: 
i.e. a negative relationship between environmental pollution and FDI. Stricter environmental 
laws attract cleaner and more technology-driven industries, which is primarily related to asset 
augmenting FDI. Attracting more environmental friendly industries leads to spillover effects, 
such as the establishment of cleaner infrastructures and the creation of additional high-skilled 
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job opportunities, thus further boosting the middle class in India. But, although the results seem 
promising, air pollution still is a major environmental threat to the health of the local population 
– which is poorly addressed in the literature. As such, it behooves us to put the results in 
perspective. According to the 2019 Pollution and Health Metrics report (GAHP, 2019), India 
reports the most pollution-linked deaths in the world, while its government impugns a direct 
correlation between air pollution and mortality. A positive effect of the environmental 
dimension on FDI inflows, such as through the country-wide switch from coal-fired thermal 
power plants to cleaner emission technologies by 2022, would be reasonable on the assumption 
that advanced industrialization and urbanization in India are still in its infancy. But India is also 
starting to experience an increasing industrial and vehicular pollution from the urban growth 
and an increasing middle class that might still not be considered in those numbers. For instance, 
resulting occupational pollution, increased household air pollution and car exhaustion or lead 
pollution might create new correlations between ecological degradation and the improvement 
of other dimensions of social development – blurring the true relationship between the 
environmental dimension and FDI in the near future. Thus, this issue warrants further 
investigation in due time. 
 
Control Variables 
The control variables provide limited findings. Other than in our baseline model, the coefficient 
estimate for market growth (GDPpc) is signed contrary to expectation in our final model (β=-
0.160, p=0.173, CI=[-0.391, 0.071]). A higher p-value indicates that the growth of Indian GDP 
per capita does not have a significant effect on FDI inflows, which runs against received theory 
(Boateng et al., 2015; Zheng, 2013). Since economic growth is the basis for market-seeking 
investments, the results seem to underpin our previous discussion that asset exploitation 
motives do not emerge as consistent influence in Indian FDI inflows. Although growing 
economies such as India present increasing profit generating opportunities (Buckley et al., 
2007), investors seem to export to India before internalizing the market by means of FDI. Our 
results for the lnImport variable (β=0.438, p=0.050, CI=[0.000, 0.875]) are in line with 
established IB literature. For example, Mudambi, Saranga and Schotter (2017) emphasize the 
tendency of foreign investors to enter the Indian market with imported goods, thus gearing 
towards achieving local sales that eventually might justify further market localization 
investments. Besides obvious market opportunities, the Indian high-income segment, as initial 
target market for foreign investors, is still rather small as a percentage of the market. Indeed, 
our results point towards the propensity of asset augmenting motives of investors who seem to 
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target long-term investment strategies and sustainable growth, thus supporting previous studies 
(Dua & Garg, 2015). The growing middle class corroborates the largely untapped potential. 
Last, the exports variable (lnExport) is negatively signed, yet does not provide enough evidence 
to comfortably justify a negative impact on IFDI patterns in India (β=-0.351, p=0.182, CI=[-
0.867, 0.165]). 
 
CONCLUSION AND AVENUES FOR FURTHER RESEARCH 
Synopsis of the Study 
This study provides a new perspective to the IB debate in that it formally models the impact of 
India’s social development on inward FDI patterns between 2000 and 2017. It builds upon an 
exhaustive dataset that covers 132 home countries. Our research is theory-driven. Through the 
focus on MNE motivation and the concomitant social development framework, we extend 
received approaches and offer a new coat or structure that enables us to have a more 
contextualized discussion on the relationship between social development and FDI in India. 
 We find that investments into India are mainly future-oriented, primarily aimed at 
utilizing opportunities resulting from India’s transition towards a knowledge economy and its 
strategic location in the Asia-Africa-Middle East triangle. Not surprisingly, however, we find 
that the general impact of social development on MNEs’ investment decisions is marginal – yet 
it does exist. In line with Narula (2019, p.1630), we have established that MNEs view social 
objectives as secondary to financial objectives. Or, in other words, it really stands to reason that 
the effect of social development on FDI inflows depends on whether or not the motives of 
foreign investors align with those that will promote social development. But, since those 
motives mainly center around asset augmenting FDI – with a strong focus on the tertiary sector 
– the educational dimension of social development can be considered as a driving force in 
attracting foreign investors.  
There is a trend effect to FDI inflows. Our results suggest that social development has 
a more significant effect on investment decisions for those MNEs that already have invested 
into India or have entered the Indian market through imports. Further improvements in India’s 
social fabric to secure basic needs and to boost the middle class may positively influence long-
run FDI. Equality, however, is still a major issue in India. But the nature of the problem lies 
within the ostensible solution itself. The fostering of participatory and sustainable economic 
growth requires social change. Affected countries, such as India, are in need to reconfigure their 
institutional and socio-economic infrastructure beyond mere neoclassical economics. The 
quality of human capital is intricately linked to a country’s accumulated knowledge, societal 
India’s Social Development and FDI Inflows 
98 
 
freedom, health infrastructure and ecological environment and constitutes a reflection of its 
labor force quality. Liberalization or economic incentives fail to address these societal metrics 
sufficiently (Wagner, 2020; UNDP, 2017). Host governments have a large stake in influencing 
or promoting such social incentives. And, host governments can interfere with the free market 
by adopting restrictive FDI policies that will allow them “to strategically use FDI and prioritize 
the state’s objective”, such as improvements in social development (Reiter and Steensma, 2010, 
p. 1681). In order to do so, however, governments must acknowledge the positive effects of 
social indicators – in addition to a mere focus on economic development – on the country’s 
investment infrastructure. We believe that our study provides an initial foundation. 
 
Future Research Avenues 
Our study provides implications for the general understanding of how social development has 
a stake in the investment decision process of foreign MNEs, with a focus on the Indian market. 
However, the study was restricted by the availability of (public) data, which is a well-known 
drawback in the case of India (Rao & Dhar, 2018). Especially data on social development is 
plagued by conflated or incomplete information. The variables for the societal (Voice) and 
socio-economic dimensions (Govteff) are drawn from aggregate indices, which constrained our 
ability to consider the full explanatory power of our conceptual framework. It is likely that the 
results on equality in India differ when using non-aggregate data. Future research may extend 
this line of research by addressing the data issue, particularly if access is available to 
comprehensive databases. Next, our theoretical argument of the environment dimension 
follows the pollution halo hypothesis. We are aware of possible concerns regarding reverse 
causality, i.e. that increasing (asset augmenting) FDI inflows also supply advanced technology 
that might have a positive effect on CO2 emissions in India. Indeed, with FDI the causal arrow 
often runs bidirectional. We have undertaken various proven methodological steps to correct 
for endogeneity, operating in and following well-established literature (Meyer et al., 2017; 
Edwards, 2014; Bun & Windmeijer, 2010; Hsiao, 2007; Roodman, 2009a, and 2009b; Arellano 
& Bond, 1991). Our test statistics corroborate the reasonability of our approach. Yet, “the 
number of suggestions [of dealing with reverse causality] seems to equal the number of critics” 
(Leszczensky & Wolbring, 2019, p. 3). Future research may follow a different theoretical 
argument with regard to the environment dimension, such as a stronger focus on the 
effectiveness of statutory environmental regulations as opposed to environmental degradation. 
More so, applying the social development framework to other emerging host markets also 
seems worthwhile as it allows for comparisons and potential adaptations of the theoretical 
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framework and choice of variables. Last, we believe that analyzing the nexus between social 
development and FDI inflows within dynamic distance patterns would merit further attention. 
Hypothesizing whether gravitational effects that take into account cultural, social, economic, 
and geographic proximity between the home and host country exert a distinct effect on the 
impact of social development on FDI inflows could provide deeper insight on the interplay of 
investment motives and dynamic distance patterns. For instance, various studies identify 
varying investment motives based on the MNEs’ home country economic development 
(Ozawa, 1992; Dunning, 1988), while Chakrabarti (2003) links an increase in FDI flows to the 
geographic proximity between home and host country. The CAGE-framework could be utilized 
here to build more fine-grained country clusters. Building clusters based on cultural, 
administrative, geographic, and economic distances between home and host countries could 
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Table 2 Social Development Determinants and Indian IFDI 
Dimension, Hypotheses  
and Variables 
 Proxy  Expected 
sign 
 Social Development 
Focus 
 Data Sources 
Foreign Direct Investment 
inflows (dependent variable) 
 lnIFDI: Indian annual equity 
inward FDI (in current US$) 
     Secretariat of Industrial 
Assistance (SIA) Newsletter 
(DIPP, several years) 
         
Societal (H1)         
Voice and accountability  Voice: Estimate score of 
Indian voice and 
accountability 
 +  Equality  Worldwide Governance 
Indicators (WGI, 2018); 
Kaufmann, Kraay and Mastruzzi 
(2010) 
         
Health (H2)         
Undernourishment  Undernourish: Prevalence of 
undernourishment (% of 
population) 
 -  Basic needs  World Development Indicators 
(World Bank, 2019) 
         
Education (H3)         
Higher education  Higheredu: Ratio of 
secondary and tertiary school 
enrollment (% gross) 
 +  Middle class  World Development Indicators 
(World Bank, 2019), retrieved 
from UNESCO Institute of 
Statistics 
         
Environment (H4)         
Air pollution  Pollution: Annual change in 
CO2 emissions (kt) (in %) 
 -  Middle class  Own calculations based on 
World Development Indicators 
(World Bank, 2019) 
         
Socio-Economic (H5)         
Government effectiveness  Govteff: Estimate score of 
Indian government 
effectiveness 
 +  Equality  Worldwide Governance 
Indicators (WGI, 2018); 
Kaufmann et al. (2010) 
         
Control         
Market growth  GDPpc: Indian GDP per 
capita growth (annual %) 
 +    World Development Indicators 
(World Bank, 2019) 
Exports  lnExport: Indian annual 
exports to home country 
 +    Direction of Trade Statistics 
(IMF, 2019) 
Imports  lnImport: Indian annual 
imports from home country 
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Table 4 Regression Results 
  









GMM: Final Model 
(4) 
t     0.603  -0.131   
     (0.272)  (0.814)   
    [0.029]  [0.873]   
L.lnIFDI     0.243  0.246 
       (0.040)  (0.040) 
      [0.000]  [0.000] 
L2.lnIFDI       0.176  0.183 
       (0.041)   (0.041) 
      [0.000]  [0.000] 
L3.lnIFDI       0.102  0.094 
       (0.037)   (0.037) 
      [0.005]  [0.011] 
L4.lnIFDI       0.073  0.068 
       (0.035)   (0.036) 
      [0.040]  [0.055] 
Voice   13.165  3.111  22.01  7.237 
    (4.415)   (6.065)   (23.982)   (14.216) 
  [0.003]  [0.609]  [0.359]  [0.611] 
Undernourish   -0.224  -0.183  -0.161  -0.636 
    (0.090)   (0.092)   (0.355)   (0.348) 
  [0.015]  [0.049]  [0.650]  [0.067] 
Higheredu    0.126   -0.296     0.052   -1.554  
    (0.032)    (0.150)    (0.381)    (0.846) 
  [0.000]  [0.194]  [0.892]  [0.066] 
Higheredu_Sq         0.017 
          (0.010) 
        [0.074] 
Pollution   2.678  2.228  -1.636  -6.209 
    (2.576)   (2.574)   (3.877)   (3.461) 
  [0.301]  [0.388]  [0.673]  [0.073] 
Govteff   -1.007  -0.959  -4.069  -1.393 
    (1.661)   (1.661)   (3.158)   (1.991) 
  [0.545]  [0.565]  [0.198]  [0.484] 
GDPpc   0.191  0.064  0.017  -0.160 
    (0.652)   (0.083)   (0.152)   (0.118) 
  [0.004]  [0.443]  [0.913]  [0.173] 
lnExport   -0.163  -0.166  -0.407  -0.351 
    (0.096)   (0.095)   (0.268)   (0.263) 
  [0.092]  [0.083]  [0.128]  [0.182] 
lnImport   0.068  0.054  0.472  0.438 
    (0.057)   (0.056)   (0.230)  (0.223) 
  [0.231]  [0.335]  [0.040]  [0.050] 
         
N   1980  1980  1452  1452 
Adj. R-sq  0.117  0.120     
          
AR(1)      0.000  0.000 
AR(2)       0.866  0.794 
Hansen Test       0.083  0.159 
         
Notes:      Robust Standard Errors are in parentheses; P-values are in squared brackets, calculated using heteroscedastic-corrected standard errors; 
For the GMM models (3 and 4), we use the xtabond2 command in Stata 15.1 (Roodman, 2009a);  
We use orthogonal to adapt the model to the data structure (right-hand side variables are independent to error), requesting the forward orthogonal 
deviations transform instead of differencing;  
We use Windmeijer correction (two-step robust) to minimize downward bias of standard errors (Bun & Windmeijer, 2010) 
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